The  National  City  Company 

National  City  Bank  Building 

New  York 


ACCEPTANCES 


INCLUDING 

REGULATIONS  AND  RULINGS  OF  THE 
FEDERAL  RESERVE  BOARD 

INDEXED 


THE  NATIONAL  CITY  COMPANY 
NATIONAL  CITY  BANK  BUILDING 
NEW  YORK 


April,  1919 


Table  of  Contents 

Alphabetical  Index  to  Regulations   2 

Alphabetical  Index  to  Informal  Rulings  and  Opinions  of  Counsel   3 

Acceptances    5 

Regulations  of  Federal  Reserve  Board   11 

Rediscounts    11 

Notes,  Drafts  and  Bills  of  Exchange   11 

Bankers'  Acceptances    14 

Open-Market  Purchases  of  Bills  of  Exchange,  Trade  Acceptances 

and  Bankers'  Acceptances   15 

Acceptance  by  Member  Banks  of  Drafts  and  Bills  of  Exchange   17 

Drawn  Against  Domestic  or  Foreign  Shipments   17 

Drawn  to  Create  Dollar  Exchange   18 

Informal  Rulings  of  Federal  Reserve  Board  and  Opinions  of  Counsel ...  20 


Alphabetical  Index 

(Following  references  are  to  paragraph  numbers.) 


REGULATIONS 

Par. 

Acceptance  by 

Bankers   26-29,  41-48 

Member  banks   49-57 

Bankers'  acceptances 

definition  27,  41 

eligibility    28,  29,  42-46,  47 

general  statutory  provisions   26 

statements    48 

Bill  of  exchange 

definition  of   19,  37 

eligibility   20,  38,  39 

statements   40 

(see  also  "Notes,  drafts  and  bills  of 
exchange") 
Commodity  paper 

definition  of   23 

eligibility    24 

suspension  of  commodity  rate.  ...  25 
Definitions 

bankers'  acceptance   27,  41 

bill   of  exchange  19,  37 

commodity  paper   23 

draft    19 

promissory  note   14 

six  months'  agricultural  paper.  ...  21 

trade  acceptance  19,  37 

Discount — notes,  drafts  and  bills  of  ex- 
change if : 
aggregate  of  one  borrower  redis- 
counted  for  member  bank  not  to 
exceed  10%  of  unimpaired  cap- 
ital and  surplus   5 

arose   out   of  actual  commercial 

transactions    3' 

conforms  to  provisions  of  this  reg- 
ulation   7 

indorsed  by  member  bank   6 

maturity,   not   of   more   than  90 

days   2 

not  issued  for  stocks,  bonds   4 

Dollar  exchange,  drafts  to  create... 

26,  28,  46,  53-57 


Par. 

Draft 

definition  of   19 

evidence  of  eligibility   20 

(see  also  Notes,  drafts  and  bills 
of  exchange.) 
Eligibility  and  evidence  of  eligibility 
bankers'  acceptances.  ...  28-29,  42-47 

commodity  paper   24 

drafts   8,  12.  20 

open-market  purchases  30-36 

notes   8-12 

promissory  notes    15 

six  months'  agricultural  paper.  .  .  22 
Member  banks,  acceptance  by 

drafts  against  domestic  or  foreign 
shipments  or  secured  by  ware- 
house receipts   49-52 

drafts  to  create  dollar  exchange.  . 

53-57 

Notes,  drafts  and  bills  of  exchange.  1-25 
Open-market  purchases 

bankers'  acceptances   41-48 

bills  of  exchange  and  trade  ac- 
ceptances  37-40 

general  character  bills  and  accept- 
ances eligible   31-36 

general  statutory  provisions   30 

Promissory  note 

definition  of    14 

evidence  of  eligibility   15 

filing   of   financial    statement  of 

borrower    16 

Rediscount,  applications  for   13 

Regulations,  acceptances  by  member 
banks  of  drafts  against  domestic 
or  foreign  shipments  or  secured 
by  warehouse  receipts  50-52 


to  create  dollar  exchange 


Shipments  (Domestic  or  foreign)  .. 49-52 
Six  months'  agricultural  paper 

definition  of    21 

eligibility    22 


Par. 

Trade  acceptances 

definition  of  19,  37 

eligibility  20,  38-39 

statements    40 

OPINIONS  OF  COUNSEL  AND 
INFORMAL  RULINGS 
Acceptance 

banker's,  secured  by  bill  of  sale..  17 5 
based  on  importation  or  exporta- 
tion of  goods   86 

by  member  banks  83,  9  b 

corporation,  rate  on  paper  of....  141 
House  or  broker,  eligibility  of  note 

of  .  157 

of  draft,  release  of  shipping  doc- 
uments upon   112 

of  drafts : 

against  sugar  in  bond  104 

by  state  bank  members  114 

of  food  administration  grain  cor- 
poration   105 

with  documents  attached  ...109,  110 

of  drafts  and  bills  ..113 

not  eligible    87 

presentment  of  bills  for  146 

release     of     shipping  document 

upon   112 

trust  receipts  as  actual  security 

for  .   108 

Acceptances    98 

Bankers'    77 

bankers'  export,  defined   85 

by  correspondents   118 

Differential  as  to  151 

Discount  of  149,  152 

Domestic,  rates  for   140 

domestic  bankers'  158 

eligibility   156 

For  advertising   67 

in   domestic   or   foreign  transac- 
tions   88 

indorsement  of   71 

in  excess  of  10  per  cent  127-129 

member  bank  77,  82,  115-116,  152 

Open-market  transactions  ...164-179 

Qualified   121 

secured  by  chattel  mortgages  on 

cattle   137 

security  for    98 

crossties  and  lumber   97 

stamp  tax  on   181 

statement  form   93 

without  documents  attached  Ill 

Advances  on  cotton  for  export   91 

Advertising 

acceptances  for    67 

space,  draft  or  bill  of  exchange 

based  on   6  6 

Allied  purchasing  commissions,  drafts 

to  finance  sale  of  goods  to   89 

Assurances,  bank  may  ask   94 

Attorney's  fees  or  collection  charges, 

bills  payable  with   74 

Banker's  acceptance  secured  by  bill 

of  sale   175 

Bankers'  acceptances  against : 

open    accounts    of    foreign  pur- 
chases  96  A 

shipment  of  goods  from  corpora- 
tion to  agent   77 

Bankers'  export  acceptances  defined.  85 
Basis  for  figuring  interest  and  dis- 
count transactions   139 

Bill  of  exchange 

based  on  advertising  space   66 

drawn    against   actually  existing 

values   122,  124 

negotiability    61 

Open-market  operations   170 

presentment  for  acceptance  146 

under  section  5200,  R.  S  131 

Bill  of  sale,  banker's  acceptance  se- 
cured by   175 


Par. 

Bills  payable 

elsewhere  than  in  United  States.  150 
"in   exchange,"    negotiability   of.  75 

to  order  of  drawee   70 

with  attorney's  fees  or  collection 
charges   74 

Business   paper    (see    section  5200, 
R.  S.) 

Canned  goods,  warehouse  receipts  as 

security   '.  102 

Cattle 

acceptances    secured    by  chattel 

mortgages  on  137 

as  readily  marketable  commodity  .135 

notes,  drafts  secured  by  136 

Chattel  mortgages  as  security  137 

Collection  charges    74 

regulations    of    N.    Y.  Clearing 

House  (see  foot  note)   73 

schedule  of  acceptances  available 

(see  foot  note)   73 

Contract  not  fulfilled    83 

Corporations  (see  sales  corporations) 

Correspondents,  acceptance  by   118 

Cotton,  advances  on   91 

Credits,  eligibility  of  drafts  under.  .  76 
Crossties  and  lumber  good  security.  97 
Custody   of   shipping   documents  or 

warehouse  receipts   106-107 

Definition    bankers'    export  accept- 
ances   85 

Demand,  notice  and  protest,  waiver 

of   72 

Differential  as  to  acceptances  151 

Discount 

Basis  for  figuring  transactions.  .  .  .139 

Forward,  rates  142 

of  acceptances   149,  152 

of  renewals   143-145 

trade  acceptance  providing.  .  153,  154 
Dollar  exchange,  draft  creating.  ...  117 
Domestic  bankers'  acceptances,  rates 

for   140 

Draft 

based  on  advertising  space   66 

for  insurance  prerp'um  as  trade 

acceptance    64 

Form  of   62 

to  create  dollar  exchange  117 

to  finance  future  importation  of 

goods    .  .   90 

Drafts 

on  or  before  30  days  after  sight.  162 

eligibility  of  under  credits   76 

for  purchase  of  electrical  goods.  .  65 
in  transactions  involving  importa- 
tion and  exportation  of  goods .  . 

84,  86,  87 
of  food  administration  grain  cor- 
poration  105 

payable  with  interest   63 

rediscount  of  for  railroad  supplies.163 

secured  by  cattle  notes  136 

to  finance  sales  to  U.  S.  Govt.  ...  81 
to  finance  sale  of  goods  to  allied 

purchasing  commission   89 

with  documents  attached  ...109,  110 

without  documents  attached  Ill 

Electrical  goods,  drafts  for  purchase 

of   65 

Eligibility  of 

acceptance  of  drafts  and  bills.  ...  87 

acceptances   15< 

Drafts  under  credits   7  A 

member  bank  acceptances  for  re- 
discount  157A 

non-member  trust  co.  acceptance.  174 
note  of  acceptance  house  or  broker. 

157 

promissory  notes   172 

trade  acceptance  for  gas  sold...  78 
trade  acceptances  for  rediscount.  159 


Par. 

Evidence  from  state  member  banks.  95 
Export  of  goods,   drafts   drawn  in 

transactions  involving    96 

(see  also  importation  and  expor- 
tation) 

Extension  of  time,  trade  acceptances 

providing  for   155 

Form  of 

draft   62 

trade  acceptances   59-60 

Forward  discount  rates  142 

Future  importation   of  goods,  draft 

to  finance    90 

Identification  of  specific  goods   92 

Importation     and     exportation  of 
goods,  acceptance  based  on.. 86,  87 

Indorsement  of  acceptances   71 

Limit  on  rediscounts  126 

Limitations 

imposed  by  section  13  119-120 

on  loans  by  member  banks  125 

on  member  bank  acceptances.  119-120 

under  section  5200  R.  S  133 

Member  bank 

acceptance  by    96 

acceptances  ..82,  115-116,  152,  157A 
discount  of  acceptances  indorsed 

by   71 

Open-market  operations  165,  168 

power  to  accept  drafts  drawn  in 

domestic  transactions  114A 

state  (see  state  member  banks) 
Negotiability 

Conditions   attached   to   and  af- 
fecting   61 

of  bills  or  notes  payable  "in  ex- 
change"   75 

of  bills  of  exchange    73 

Negotiable   instruments,    war  stamp 

taxes  on   180 

Non-member  trust  co.  acceptances.  .  174 

Note,  negotiability  of   75 

Open-market  operations  or  transac- 
tions 

acceptances  against  bullion  169 

banker's   acceptance    secured  by 

bill  of  sale   175 

bills  drawn  in  foreign  countries.  .  171 
bill  of  exchange  drawn  by  drawee.  170 
member  bank  acceptances.  ..  165,  168 

must  be  accepted  by  drawee  177 

non-member  trust  co.  acceptances 

ineligible   174 

promissory  notes  not  eligible  172 

purchase  of 

acceptances   164 

bank's  own  acceptances  166,  167 

"finance   bills"    by    Federal  Re- 
serve banks   179 

responsibility   with   Federal  Re- 
serve banks   178 

single  name  paper   173 

stamp  "trade  acceptance"  has  no 

value   176 

Paper 

business,  under  section  5200,  R.  S.132 

for  rediscount   160 

of  acceptance  corporation,  rate  on. 141 

Place  of  payment  147-148 

Presentment  of  bills  for  acceptance.  146 
Purchase 

electrical  goods,  drafts  for   65 

of  acceptances   164 

of  banks'  own  acceptances.  166,  167 

of  finance  bills  179 

Qualified  acceptances   121 

Railroad  supplies,  rediscount  of  draft 

for   163 

Rate  on  paper  of  acceptance  corpora- 
tion  141 


Pab. 

Rates 

for  domestic  acceptances   140 

Forward  discount   142 

Receipt  of  custodian  of  wool  as  ware- 
house receipt   103 

Rediscount 

Eligibility    of   trade  acceptances 

for   159 

of  draft  for  railroad  supplies.  . .  .163 

paper  for   160 

Rediscounts,  limit  on  126 

Release  of  shipping  documents  112 

Renewals,  discount  of  143-145 

Sales  corporations    80 

Section  5200,  revised  statutes 

application  of   130 

bills  of  exchange  under  131 

business  paper   132 

exceptions  to   134 

limitations  under   133 

Security 

Actual  trust  receipts  as  108 

crossties  and  lumber    97 

for  acceptances    98 

warehouse    receipts    for  canned 

goods  as   102 

Shipment  of  goods  from  corporation 

to  agent    77 

Shipping  documents 

or  warehouse  receipts,  custody  of. 

106-107 

release  of,  upon  acceptance  112 

Single  name  paper,  open-market  oper- 
ations  173 

Specific  goods,  identification  of   92 

Stamp  tax  on 

acceptances   181 

trade  acceptances   182 

State  bank  members,  acceptance  by.  114 
State  member  banks,  evidence  from.  95 
Statement,  form  for  acceptances....  93 

Trade  acceptance   161 

form  of  59-60 

providing  for  discount  153,  154 

providing  for  extension  of  time..  155 

within  the  definition  of  64-67 

Trade  Acceptances  58,  68-69,  123 

as  bills  of  exchange  drawn  against 

actually  existing  values  124 

eligibility  for  rediscount  159 

in  connection  with  sales  on  in- 
stallment plan    79 

stamp  tax  on   182 

use  by  commercial  concerns  138 

Transactions 

interest  and   discount,  basis  for 

figuring   139 

involving  exportation  and  impor- 
tation of  goods  86,  87.  96 

open-market   164-179 

where   trust   receipts   are  actual 

security   108 

Trust  receipts  as  actual  security  for 

acceptance  transactions   108 

U.  S. 

bills  payable  elsewhere  than  in..  150 
government,     drafts    to  finance 
sales  to   81 

Use  by  commercial  concerns  138 

Waiver  of  demand,  notice  and  pro- 
test  72 

War  stamp  taxes  on 

acceptances   181 

negotiable   instruments  180 

trade  acceptances   182 

Warehouse  receipts    99 

as  security   100-101 

custody  of   106-107 

for  canned  goods  as  security .  .  .  .102 
receipt  of  custodian  of  wool  as..  103 


4 


Acceptances 


BOTH  trade  and  finance  are  peculiarly  indebted  to  the  acceptance, 
used  by  other  financial  centers  for  hundreds  of  years,  but  only 
recently  permitted  by  our  banking  laws. 

It  is  an  emphatic  contribution  alike  to  the  banker,  the  domestic 
merchant,  the  manufacturer,  the  importer,  the  exporter,  and  the  in- 
vestor. 

As  much  as  any  other  recent  development,  the  acceptance  has 
served  to  remove  obstacles  that  stood  in  the  way  of  a  free  cultivation 
of  foreign  markets,  and  in  this  connection  it  must  be  realized  that  a 
broad  discount  market  is  essential  if  we  are  successfully  to  compete 
for  a  share  of  the  world's  business. 

It  is  the  aim  of  this  booklet  to  set  forth  simply  and  clearly  just 
what  an  acceptance  is,  the  technique  of  using  it,  and  when  and  why 
it  is  an  advantage  to  employ  it. 

Bank  Acceptances 

Under  the  authority  granted  by  the  Federal  Reserve  Act,  any 
national  bank  may  have  outstanding  acceptances  aggregating  50  per 
cent  of  its  capital  and  surplus.  A  bank  may  apply  to  the  Federal 
Reserve  Board,  and  receive  permission  to  have  outstanding  acceptances 
up  to  100  per  cent  of  its  capital  and  surplus,  but  in  no  event  may 
acceptances  against  domestic  transactions  exceed  50  per  cent  of  the 
capital  and  surplus  of  the  bank.  No  acceptance  may  have  a  maturity 
later  than  six  months  after  it  is  accepted.  The  amount  accepted  for 
any  one  person,  firm  or  corporation  must  not  exceed  10  per  cent  of 
the  bank's  capital  and  surplus.  This  10  per  cent  limitation,  however, 
does  not  apply  where  the  bank  is  secured  by  some  actual  security 
growing  out  of  the  same  transaction  as  the  acceptance ;  the  security 
must  remain  with  the  bank  all  the  time  the  acceptance  is  outstanding. 

In  addition  to  the  foregoing,  after  receiving  authority  from  the 
Federal  Reserve  Board,  a  member  bank  may  also  accept  up  to  50  per 
cent  of  its  capital  and  surplus,  drafts  drawn  upon  it  for  the  purpose  of 
furnishing  dollar  exchange.  Drafts  accepted  for  this  purpose  must 
mature  within  three  months. 

Many  of  the  States  have  enacted  legislation  permitting  the  banks 
operating  under  their  laws  to  make  acceptances.  The  amount  and 
restrictions  vary  with  the  different  States.  National  Banks  may 
accept  drafts  which 

(1)  Arise  out  of  a  transaction  involving  the  importation  or  expor- 
tation of  goods. 

(2)  Arise  out  of  a  transaction  involving  the  domestic  shipment 
of  goods. 

(3)  Arev secured  by  readily  marketable  goods  in  storage;  or 

(4)  Are  drawn  for  the  purpose  of  furnishing  dollar  exchange. 
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The  following  examples,  which  are  by  way  of  illustration  only, 
show  how  acceptances  may  be  used  under  the  various  classifications. 

Acceptances  Arising  Out  of  a  Transaction  Involving 
the  Importation  or  Exportation  of  Goods 

An  Importation  Acceptance 

An  importer  desires  to  purchase  some  raw  silk  in  Japan.  He 
goes  to  his  bank  and  explains  the  transaction.  His  credit  standing 
being  satisfactory,  his  bank  issues,  at  his  request,  a  Commercial  Credit. 
This  Credit  authorizes  the  Japanese  exporter  to  draw  on  the  bank  for 
the  value  of  the  silk  which  the  importer  is  purchasing.  The  Credit  1 
limits  the  total  amount  of  drafts  which  may  be  drawn  under  it,  states 
that  they  must  be  drawn  and  negotiated  on  or  before  a  certain  date, 
and  gives  the  usance;  that  is,  that  the  drafts  must  mature  thirty, 
sixty  or  ninety  days,  or  whatever  the  period  may  be,  after  sight.  It 
also  stipulates  what  documents  (shipping,  insurance,  etc.)  must  be 
attached  to  the  drafts. 

Since  the  importer  wants  to  get  his  silk,  there  is  not,  ordinarily, 
time  to  wait  until  the  Credit  has  reached  the  exporter  through  the 
mails.  Usually,  therefore,  the  information  is  cabled  through  a  bank 
located  in  the  vicinity  of  the  exporter. 

Upon  receipt  of  this  advice  the  exporter  prepares  his  raw  silk  for 
shipment.  As  soon  as  he  is  in  possession  of  the  ocean  bill  of  lading 
and  other  necessary  documents  he  draws  a  draft  on  the  bank  in  this 
country  issuing  the  Credit  for  the  value  of  the  silk,  the  draft  having 
a  maturity  in  accordance  with  the  terms  of  the  Credit — let  us  say 
ninety  days  after  sight.  To  the  draft  he  attaches,  the  documents 
referred  to.  He  then  takes  the  draft  to  his  local  bank,  which  purchases 
the  draft  at  the  current  rate  of  exchange  for  ninety-day-sight  dollar 
bills. 

The  shipping  and  other  documents  are  all  made  out  or  indorsed 
so  as  to  give  the  bank  purchasing  the  draft  title  to  the  goods. 

The  bank  in  Japan  now  forwards  the  draft  and  documents  to  its 
agency  or  correspondent  in  this  country.  The  papers  are  all  presented 
to  the  bank  issuing  the  Credit.  If  it  finds  everything  in  order,  it 
accepts  the  draft,  returning  it  to  the  party  presenting  it.  The  ship- 
ping and  other  documents  are  retained  to  be  surrendered  to  the  im- 
porter, probably  in  exchange  for  a  trust  receipt,  to  enable  him  to  get 
his  raw  silk.  The  importer  thus  has  ninety  days  in  which  to  secure 
the  raw  silk  and  dispose  of  it  before  he  is  required  to  place  his  bank 
in  funds  to  meet  the  maturing  draft.  The  representative  of  the  Japa- 
nese bank  sells  the  acceptance  in  the  open  market  at  the  prevailing 
rate  for  ninety-day  bills. 

For  making  this  transaction  possible  the  importer's  bank  charges  v 
him  a  small  commission  for  accepting  the  draft.  Only  Credits  issued 
by  the  well-known  banks,  of  course,  will  be  acceptable  to  the  exporter, 
as  he  wants  a.  bill  which  will  command  the  best  rate.  This  business 
is,  therefore,  usually  handled  by  banks  in  the  larger  centers.  The 
lesser-known  institution  usually  has  Credits  required  by  its  im- 
porters, issued  by  one  of  its  large  correspondents,  under  the  guarantee 
of  the  smaller  bank. 
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An  Exportation  Acceptance 

An  exporter  here  is  negotiating  for  the  sale  of  shoes  to  a  firm  in 
Argentina.  He  is  not  willing  to  ship  the  shoes  and  draw  a  draft  direct 
on  his  customer,  nor  is  he  willing  to  sell  him  on  open  account.  It  is 
therefore  necessary  for  the  purchaser  to  finance  the  transaction  by 
means  of  a  banker's  Credit.  The  purchaser  goes  to  his  bank  in  the 
Argentine  and  asks  it  to  arrange  a  Credit  with  its  correspondent  in 
the  United  States  to  cover  the  value  of  the  shoes.  The  Argentine 
banker,  knowing  that  the  purchaser  is  a  satisfactory  credit  risk, 
requests  his  correspondent  in  this  country  to  issue  the  Credit.  The 
Argentine  banker  guarantees  that  the  bank  issuing  the  Credit  will 
be  placed  in  funds  before  the  maturity  of  any  drafts  drawn  on  it 
under  the  Credit.  The  bank  here  then  advises  the  exporter  that,  as 
requested  by  the  purchaser,  it  will  accept  his  drafts  drawn  on  it  up 
to  a  certain  amount  when  the  drafts  are  accompanied  by  the  docu- 
ments mentioned  in  the  Letter  of  Credit. 

These  documents,  of  course,  must  represent  the  shoes  which  have 
been  shipped.  The  Credit  also  probably  states  that  it  expires  on  a 
certain  future  date,  thus  making  it  necessary  for  the  exporter  to 
complete  his  end  of  the  transaction  within  a  reasonable  time. 

As  soon  as  the  exporter  secures  his  necessary  shipping  and  other 
documents  he  draws  a  draft  on  the  bank  here  issuing  the  Credit, 
having  a  maturity  in  accordance  with  its  terms,  for  the  value  of  the 
shoes.  The  exporter  presents  the  draft  and  documents  to  the  bank 
issuing  the  Credit.  Everything  being  as  stipulated  in  the  Credit,  the 
bank  accepts  the  draft  and  returns  it  to  the  exporter,  who  sells  it  in 
the  market  and  thus  receives  payment  for  his  shoes.  The  documents 
are  forwarded  to  the  bank  requesting  that  the  Credit  be  opened,  and 
are  probably  released  by  them  to  the  purchaser.  The  Argentine  bank, 
through  remittances,  or  by  charge  against  its  balance  in  this  country, 
places  its  correspondent  in  funds  to  meet  the  draft  at  maturity. 

Acceptances  Arising  Out  of  Transactions  Involving 
the  Domestic  Shipment  of  Goods 

A  manufacturer,  desiring  to  finance  his  purchases  of  raw  material 
through  the  medium  of  bankers'  acceptances,  requests  his  bank  to  issue 
a  Credit  in  favor  of  the  people  from  whom  he  is  purchasing.  The 
Credit  should  be  for  an  amount  not  exceeding,  of  course,  the  value  of 
the  goods  being  purchased.  The  drafts  might  have  a  usance  which 
would  give  the  purchaser  time  to  make  up  the  raw  material  and  sell 
the  manufactured  product.  This  maturity  should  not,  however,  exceed 
ninety  days,  as  bills  with  a  longer  maturity  do  not  have  as  ready 
marketability.  This  arrangement  being  satisfactory  to  the  seller,  he 
will  ship  his  goods,  draw  a  draft  for  their  value  on  the  bank  issuing  the 
Credit,  and  forward  the  draft  and  shipping  documents  to  the  bank. 
It  must  be  borne  in  mind  that  the  shipping  documents  must  be  so 
issued  or  indorsed  as  to  give  the  bank  title  to  the  goods.  The  bank 
accepts  the  draft  and  returns  it  to  the  shipper,  who  disposes  of  it  at 
^he  prevailing  discount  rate.    The  documents  are  turned  over  to  the 
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manufacturer,  probably  under  a  trust  receipt,  and  he  is  enabled  to 
secure  his  raw  material,  manufacture  and  sell  his  goods.  Before  ma- 
turity he  is  required  to  place  the  bank  in  funds  to  meet  the  draft. 

Acceptances  Which  Are  Secured  by  Readily 
Marketable  Goods  in  Warehouse 

A  clothing  manufacturer,  for  example,  desires  to  carry  his  stock 
of  wool  through  the  use  of  bankers'  acceptances.  He  places  the  wool 
in  a  warehouse,  draws  a  draft  on  his  bank  for  the  value  of  the  wool, 
attaching  the  warehouse  receipts  as  collateral.  The  draft,  after  accept- 
ance, is  returned  to  him  to  be  sold,  the  warehouse  receipts  being 
retained  by  the  bank.  The  wool  must  be  stored  in  a  warehouse  which 
is  independent  of  the  manufacturer;  that  is,  the  manufacturer  must 
not  have  any  control  of  the  wool  as  long  as  the  warehouse  receipts  are 
outstanding.  It  is,  of  course,  possible  to  secure  possession  of  the 
original  warehouse  receipts  by  substituting  other  warehouse  receipts 
for  wool,  but  if  the  manufacturer  desires  to  take  down  wool  without 
substitution  he  should  give  the  bank  the  cash  value  of  the  wool  taken, 
for  the  bank  should  be  secured  either  by  warehouse  receipts  or  cash 
all  the  time  its  acceptance  is  out. 

Drafts  Drawn  for  the  Purpose  of 
Furnishing  Dollar  Exchange 

It  sometimes  happens  that  persons  in  foreign  countries  having 
obligations  to  meet  here  are  not  able  to  secure  dollar  exchange  to 
remit  in  settlement.  To  provide  for  any  such  contingency  the  law 
and  the  regulations  of  the  Federal  Reserve  Board  permit  banks  here 
to  accept  drafts  drawn  on  them  by  banks  in  certain  foreign  countries 
for  the  purpose  of  furnishing  such  dollar  exchange.  A  bank  desiring 
to  accept  bills  drawn  for  this  purpose  must  first  make  application  to 
the  Federal  Reserve  Board  for  permission  to  do  so.  The  restrictions 
surrounding  acceptances  for  this  purpose  are  fully  set  forth  in  the 
regulations  and  informal  rulings  of  the  Board. 

As  An  Investment 

Prime  bank  acceptances  are  especially  desirable  as  an  investment 
because  they  combine  in  a  degree  not  found  in  any  other  commercial 
instrument  the  three  important  factors  of  safety,  short  maturity, 
and  ready  convertibility  into  cash. 

Safety 

When  a  bank  accepts  a  draft  it  has  created  an  obligation  which 
it  must,  if  it  is  to  retain  its  standing,  pay  at  maturity.  The  accept- 
ance of  a  bank  is  as  good  as  the  bank  itself,  ranking  with  its  cashier's 
check  or  certificate  of  deposit.  But  the  drawer  and  indorsers  of  an 
acceptance  are  also  liable,  providing  it  is  not  paid  at  maturity  and 
is  properly  protested.  If  one  is  satisfied  that  the  funds  he  has  depos- 
ited in  his  bank  are  safe,  he  can  certainly  find  no  objection  from  the 
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standpoint  of  security  to  purchasing  the  acceptance  of  that  same  bank, 
or  of  another  bank  equally  as  good  or  better. 

England,  which  heretofore  has  financed  the  foreign  commerce 
of  the  world,  has  been  enabled  to  do  so  largely  because  her  bankers 
have  purchased  large  amounts  of  acceptances  and  have  loaned  enormous 
sums  at  very  low  rates  to  dealers  to  enable  them  to  carry  bills.  Their 
long  experience  has  shown  them  that  prime  acceptances  are  the  safest 
short-term  investment  they  can  find. 

Our  prime  acceptances  are  just  as  good  as  those  which  have 
proved  so  satisfactory  in  England,  and  possibly  better,  because  an 
eligible  acceptance  here  is  against  a  shipment  of  goods  or  is  secured 
by  goods ;  the  only  exception  being  bills  for  dollar  exchange,  in  which 
case  they  are  drawn  by  a  bank  and  accepted  by  a  bank. 

Maturity 

Few  acceptances  appear  in  this  market  having  a  maturity  longer 
than  four  months.  The  great  majority  are  drawn  payable  ninety  days 
after  sight.  Within  these  limitations  the  investor  can  usually  secure 
in  the  market  bills  approximating  any  maturity  he  may  desire,  whether 
it  be  for  only  three  or  four  weeks  or  for  the  longer  period.  We  have 
no  other  form  of  investment  which  can  compete  with  acceptances  in 
this  respect. 

The  two  features  just  mentioned  make  prime  acceptances  espe- 
cially fitted  as  an  investment  for  funds  of  corporations,  firms  or  indi- 
viduals, being  accumulated  for  a  special  purpose,  which  will  be  paid 
out  within  a  short  time,  such  as  funds  for  the  payment  of  a  dividend. 

Convertibility  Into  Cash 

Under  the  provisions  of  the  Federal  Reserve  Act,  the  various  Fed- 
eral Reserve  Banks  may  purchase  acceptances  in  the  open  market. 
The  acceptances  must,  of  course,  be  eligible;  that  is,  must  arise  out 
of  one  of  the  four  kinds  of  transactions  mentioned  heretofore. 

As  will  be  seen,  the  acceptance  of  any  National  Bank  is  eligible. 
Non-member  banks  and  bankers  may  make  their  acceptances  eligible 
by  filing  with  the  Federal  Reserve  Bank  a  statement  of  financial  condi- 
tion, in  form  to  be  approved  by  the  Federal  Reserve  Board.  They 
must  also  agree  in  writing  with  the  Federal  Reserve  Bank  to  inform 
it,  upon  request,  concerning  the  transactions  underlying  their  accept- 
ances. Acceptances  which  the  Reserve  Banks  cannot  purchase  or  redis- 
count are  termed  ineligible,  and  do  not  command  as  favorable  a  rate 
in  the  market  as  eligible  bills. 

The  figures  in  any  number  of  the  Federal  Reserve  Bulletin  will 
show  the  large  volume  of  acceptances  which  have  been  purchased  by 
the  various  Federal  Reserve  Banks.  This  power  to  purchase  and  will- 
ingness on  the  part  of  the  Federal  Reserve  Banks  to  do  so,  as  evidenced 
by  the  extent  of  their  transactions,  make  a  prime  eligible  acceptance 
in  the  hands  of  a  member  bank  the  most  liquid  investment  that  bank 
has.  A  member  bank  desiring  to  dispose  of  the  acceptances  of  other 
banks  which  it  holds,  indorses  those  acceptances  and  sells  them  to  its 
Federal  Reserve  Bank  at  the  prevailing  rate  for  the  purchase  of  accept- 
ances.   It  should  be  noted  that  bank  acceptances  are  sold  to  the  Federal 
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Reserve  Banks,  not  rediscounted.  The  purchase  rates  for  prime  in- 
dorsed bills  are  usually  below  the  rediscount  rates  for  paper.  The 
nearer  the  acceptance  approaches  maturity  the  more  favorable  rate  it 
commands  at  the  Reserve  Banks. 

The  non-member  bank,  corporation  or  individual  desiring  to  dis- 
pose of  acceptances  before  maturity  has  always  been  able  to  do  so  to 
dealers  in  the  open  market,  and  ordinarily  at  very  little  difference  from 
the  rate  at  which  the  bills  were  purchased.  In  this  connection  it 
must  be  remembered  that  acceptances  are  discounted  for  the  number 
of  days  they  have  to  run  from  date  of  sale  until  maturity. 

Bank  acceptances  are  often  drawn  for  odd  amounts,  representing 
the  value  of  a  shipment.  They  vary  in  size  from  a  few  hundred  dol- 
lars to  several  hundred  thousand  dollars.  It  is,  therefore,  usually 
possible  for  an  investor  to  purchase  approximately  any  amount  he  may 
desire. 

To  banks  and  others  desiring  to  invest  a  portion  of  their  funds  in 
an  obligation  of  this  character,  The  National  City  Company  offers 
at  all  times  a  carefully  selected  list  of  prime  bank  acceptances.  A 
copy  of  this  list  will  be  forwarded  on  request. 

Trade  Acceptances 

A  Trade  Acceptance  is  a  draft  drawn  by  the  seller  of  goods  on 
the  purchaser  and  accepted  by  him.  It  must  bear  a  statement  on  its 
face  to  the  effect  that  it  represents  a  purchase  of  goods  by  the  acceptor 
from  the  drawer  of  the  draft. 

If  the  acceptance  is  not  paid  at  maturity,  and  is  properly  protested, 
recourse  may  be  had  by  the  holder  to  any  indorser  and  to  the  drawer. 

Being  drawn  against  actual  current  transactions,  and  being  paper 
bearing  at  least  two  names,  the  Federal  Reserve  Banks  make  prefer- 
ential rates  for  the  rediscount  of  trade  acceptances  as  compared  with 
single-name  paper.  They  may  also  purchase  trade  acceptances  in  the 
open  market. 

The  National  City  Company  also  offers  to  banks  and  investors 
prime  domestic  trade  acceptances,  as  well  as  trade  acceptances  drawn 
in  a  foreign  country,  accepted  by  firms  in  this  country,  and  bearing 
a  bank  indorsement. 


ILLUSTRATIONS 

The  specimen  bills  shown  in  the  accompanying  illustrations  are  from 
forms  actually  used. 

It  is  not  necessary  that  the  bill  follow  exactly  the  language  of  these 
forms. 

On  the  bill  drawn  in  a  foreign  country  the  nature  of  the  merchandise 
and  very  often  the  steamer  name  and  the  markings  are  included  in  the 
description  of  the  articles  against  which  the  bill  is  drawn;  the  only  purpose 
of  this  is  to  make  it  easy  for  the  accepting  bank  to  place  the  draft  against 
the  proper  credit.  The  name  of  the  firm,  "Blank,  Doe  &  Jones,"  usually 
represents  the  original  purchaser  or  discounter  of  the  bill.  This  purchaser 
is  almost  invariably  either  a  bank  or  a  discounting  house. 

On  the  bill  drawn  locally  the  maker  signs  the  bill  and  draws  it  under 
a  credit  which  John  Doe  and  John  Smith  Co.  have  arranged  with  the  bank. 
The  maker  has  this  accepted  and  either  sells  or  discounts  it  and  thereby 
receives  payment  for  the  "Dye  Stuffs"  sold  to  John  Doe  and  John  Smith  Co. 
At  maturity  the  bank  will  look  to  John  Doe  and  John  Smith  Co.  direct  or, 
if  the  credit  is  a  guaranteed  one,  to  the  guarantors  for  settlement. 
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Regulations  on  Acceptances 


Rediscounts  Under  Section  13 
Regulation  A,  Series  of  1917  June  22,  1917 

A — NOTES,  DRAFTS,  AND  BILLS  OF  EXCHANGE 

/.  General  Statutory  Provisions 

(1)  Any  Federal  Reserve  Bank  may  discount  for  any  of  its  member 
banks  any  note,  draft,  or  bill  of  exchange,  provided — 

(2)  (a)  It  has  a  maturity  at  the  time  of  discount  of  not  more  than  90 
days,  exclusive  of  days  of  grace;  but  if  drawn  or  issued  for  agricul- 
tural purposes,  or  based  on  live  stock,  it  may  have  a  maturity  at  the 
time  of  discount  of  not  more  than  six  months,  exclusive  of  days  of 
grace. 

(3)  (b)  It  arose  out  of  actual  commercial  transactions;  that  is, 
it  must  be  a  note,  draft,  or  bill  of  exchange  which  has  been  issued 
or  drawn  for  agricultural,  industrial,  or  commercial  purposes,  or 
the  proceeds  of  which  have  been  used  or  are  to  be  used  for  such 
purposes. 

(4)  (c)  It  was  not  issued  for  carrying  or  trading  in  stocks,  bonds, 
or  other  investment  securities,  except  bonds  and  notes  of  the  Govern- 
ment of  the  United  States. 

(5)  (d)  The  aggregate  of  notes,  drafts  and  bills  bearing  the  signa- 
ture or  indorsement  of  any  one  borrower,  whether  a  person,  company, 
firm,  or  corporation,  rediscounted  for  any  one  member  bank  shall  at 
no  time  exceed  10  per  cent  of  the  unimpaired  capital  and  surplus  of 
such  bank;  but  this  restriction  shall  not  apply  to  the  discount  of  bills 
of  exchange  drawn  in  good  faith  against  actually  existing  values. 

(6)  (e)  It  is  indorsed  by  a  member  bank. 

(7)  (f )  It  conforms  to  all  applicable  provisions  of  this  regulation. 

II.  General  Character  of  Notes,  Drafts,  and  Bills  of  Exchange  Eligible 

(8)  The  Federal  Reserve  Board,  exercising  its  statutory  right  to 
define  the  character  of  a  note,  draft,  or  bill  of  exchange  eligible  for 
rediscount  at  a  Federal  Reserve  Bank,  has  determined  that — 

(9)  (a)  It  must  be  a  note,  draft,  or  bill  of  exchange  the  proceeds 
of  which  have  been  used  or  are  to  be  used  in  producing,  purchasing, 
carrying,  or  marketing  goods1  in  one  or  more  of  the  steps  of  the 
process  of  production,  manufacture,  or  distribution. 

(10)  (b)  It  must  not  be  a  note,  draft,  or  bill  of  exchange  the  proceeds 
of  which  have  been  used  or  are  to  be  used  for  permanent  or  fixed 
investments  of  any  kind,  such  as  land,  buildings,  or  machinery. 

(11)  (c)  It  must  not  be  a  note,  draft,  or  bill  of  exchange  the  proceeds 
of  which  have  been  used  or  are  to  be  used  for  investments  of  a  purely 
speculative  character. 

rWhen  used  in  this  regulation  the  word  "goods?'  shall  be  construed  to  include 
goods,  wares,  merchandise,  or  agricultural  products,  including  live  stock. 
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(12)  (d)  It  may  be  secured  by  the  pledge  of  goods  or  collateral, 
provided  it  is  otherwise  eligible. 


///.  Applications  for  Rediscount 

(13)  All  applications  for  the  rediscount  of  notes,  drafts,  or  bills  of 
exchange  must  contain  a  certificate  of  the  member  bank,  in  form  to 
be  prescribed  by  the  Federal  Reserve  Bank,  that  to  the  best  of  its 
knowledge  and  belief  such  notes,  drafts,  or  bills  of  exchange  have  been 
issued  for  one  or  more  of  the  purposes  mentioned  in  //  (a)  (see  par.  9) . 

IV.  Promissory  Notes 

(14)  (a)  Definition.      A  promissory  note,  within  the  meaning  of 

this  regulation,  is  defined  as  an  unconditional 
promise,  in  writing,  signed  by  the  maker,  to  pay  in  the  United  States, 
at  a  fixed  or  determinable  future  time,  a  sum  certain  in  dollars  to 
order  or  to  bearer. 

(15)  (&)  Evidence  of  A  Federal  Reserve  Bank  must  be  satisfied  by 
eligibility  and  re-  reference  to  the  note,  or  otherwise,  that  it  is 
quirement  of  state-  eligible  for  rediscount.  Compliance  of  a  note 
ments.  with  //  (b)  (see  par.  10)  may  be  evidenced  by  a 

statement  of  the  borrower  showing  a  reasonable 
excess  of  quick  assets  over  current  liabilities.  The  member  bank  shall 
certify  in  its  application  whether  the  note  offered  for  rediscount  has 
been  discounted  for  a  depositor  or  another  member  bank,  or  whether 
it  has  been  purchased  from  a  non-depositor.  It  must  also  certify 
whether  a  financial  statement  of  the  borrower  is  on  file. 

(16)  Such  financial  statements  must  be  on  file  with  respect  to  all 
notes  offered  for  rediscount  which  have  been  purchased  from  sources 
other  than  a  depositor  or  a  member  bank.  With  respect  to  any  other 
note  offered  for  rediscount,  if  no  statement  is  on  file,  a  Federal  Reserve 
Bank  shall  use  its  discretion  in  taking  the  steps  necessary  to  satisfy 
itself  as  to  eligibility.  It  is  authorized  to  waive  the  requirement  of 
a  statement  with  respect  to  any  note  discounted  by  a  member  bank 
for  a  depositor  or  another  member  bank — 

(17)  (1)  If  it  is  secured  by  a  warehouse,  terminal,  or  other  similar 
receipt  covering  goods  in  storage; 

(18)  (2)  If  the  aggregate  of  obligations  of  the  borrower  rediscounted 
and  offered  for  rediscount  at  the  Federal  Reserve  Bank  is  less  than  a 
sum  equal  to  10  per  cent  of  the  paid-in  capital  of  the  member  bank  and 
does  not  exceed  $5,000. 

V.  Drafts,  Bills  of  Exchange,  and  Trade  Acceptances 

(19)  (a)  Definition.  A  draft  or  bill  of  exchange,  within  the  mean- 
1.  Draft  or  bill  of  ing  of  this  regulation,  is  defined  as  an  uncondi- 
exchange.  2.  Trade  tional  order  in  writing,  addressed  by  one  per- 
acceptance.  son  to  another,  other  than  a  banker,  as  defined 

under  B  (b)  (see  par.  27),  signed  by  the  person 
giving  it,  requiring  the  person  to  whom  it  is  addressed  to  pay  in  the 
United  States,  at  a  fixed  or  determinable  future  time,  a  sum  certain 
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in  dollars  to  the  order  of  a  specified  person ;  and  a  trade  acceptance  is 
defined  as  a  draft  or  bill  of  exchange  drawn  by  the  seller  on  the  pur- 
chaser of  goods  sold  and  accepted  by  such  purchaser. 

(20)  (b)  Evidence  A  Federal  Reserve  Bank  shall  take  such  steps 
of  eligibility.  as  it  deems  necessary  to  satisfy  itself  as  to  the 

eligibility  of  the  draft  or  bill  offered  for  redis- 
count, unless  it  presents  prima  facie  evidence  thereof  or  bears  a 
stamp  or  certificate  affixed  by  the  acceptor  or  drawer  showing  that  it 
is  a  trade  acceptance. 

VI.  Six  Months'  Agricultural  Paper 

(21)  (a)  Definition.       Six  months'  agricultural  paper,  within  the 

meaning  of  this  regulation,  is  defined  as  a  note, 
draft,  bill  of  exchange,  or  trade  acceptance,  drawn  or  issued  for  agri- 
cultural purposes,  or  based  on  live  stock;  that  is,  a  note,  draft,  bill  of 
exchange,  or  trade  acceptance  the  proceeds  of  which  have  been  used, 
or  are  to  be  used,  for  agricultural  purposes,  including  the  breeding, 
raising,  fattening,  or  marketing  of  live  stock,  and  which  has  a  ma- 
turity at  the  time  of  discount  of  not  more  than  six  months,  exclusive 
of  days  of  grace. 

(22)  (6)  Eligibility.       To  be  eligible  for  rediscount,  six  months' 

agricultural  paper,  whether  a  note,  draft,  bill  of 
exchange,  or  trade  acceptance,  must  comply  with  the  respective  sections 
of  this  regulation  which  would  apply  to  it  if  its  maturity  were  90 
days  or  less. 

VII.  Commodity  Paper 

(23)  (a)  Definition.       Commodity  paper,  within  the  meaning  of  this 

regulation,  is  defined  as  a  note,  draft,  bill  of 
exchange,  or  trade  acceptance,  accompanied  and  secured  by  shipping 
documents  or  by  a  warehouse,  terminal,  or  other  similar  receipt  cover- 
ing approved  and  readily  marketable,  non-perishable  staples  prop- 
erly insured. 

(24)  (&)  Eligibility.       To  be  eligible  for  rediscount  at  the  special 

rates  authorized  to  be  established  for  commodity 
paper,  such  a  note,  draft,  bill  of  exchange,  or  trade  acceptance  must 
also  comply  with  the  respective  sections  of  this  regulation  applicable 
to  it,  must  conform  to  the  requirements  of  the  Federal  Reserve  Bank 
relating  to  shipping  documents,  receipts,  insurance,  etc.,  and  must  be 
a  note,  draft,  bill  of  exchange,  or  trade  acceptance  on  which  the  rate 
of  interest  or  discount — including  commission — charged  the  maker, 
does  not  exceed  6  per  cent  per  annum. 

(25)  (c)  Suspension      As  the  special  rate  on  commodity  paper  is 
of  commodity  rate,    intended  to  assist  actual  producers  during  crop- 
moving  periods,  and  is  not  designed  to  benefit 

speculators,  the  Board  reserves  the  right  to  suspend  the  special 
rates  herein  provided  whenever  it  is  apparent  that  the  movement  of 
crops,  which  this  rate  is  intended  to  facilitate,  has  been  practically 
completed. 
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B. — Bankers'  Acceptances 


(26)  (a)  General  Any  Federal  Reserve  Bank  may  discount  for 
statutory  provisions,    any  of  its  member  banks  bankers'  acceptances 

1.  For  Discount:  (a)  which  have  a  maturity  at  the  time  of  discount 
Maturity.  (b)  In-  of  not  more  than  three  months'  sight,  exclusive 
dorsement.  (c)  of  days  of  grace,  which  are  indorsed  by  at  least 
Transactions  in-  one  member  bank,  and  which  grow  out  of  trans- 
volved.  (d)  Security,    actions  involving  the  importation  or  exportation 

2.  Acquire  drafts  or  of  goods;  or  which  grow  out  of  transactions 
bills  to  furnish  dol-  involving  the  domestic  shipment  of  goods,  pro- 
lar  exchange.  vided  shipping  documents  are  attached  at  the 

time  of  acceptance ;  or  which  are  secured  at  the 
time  of  acceptance  by  a  warehouse  receipt  (see  par.  98),  or  other  such 
document,  conveying  or  securing  title  covering  readily  marketable 
staples.  Any  Federal  Reserve  Bank  may  also  acquire  drafts  or  bills 
of  exchange  drawn  on  member  banks  by  banks  or  bankers  in  foreign 
countries  or  dependencies  or  insular  possessions  of  the  United  States 
for  the  purpose  of  furnishing  dollar  exchange. 

(27)  (b)  Definition.       A  banker's  acceptance  within  the  meaning  of 

this  regulation  is  defined  as  a  draft  or  bill  of 
exchange  of  which  the  acceptor  is  a  bank  or  trust  company,  or  a  firm, 
person,  company,  or  corporation  engaged  in  the  business  of  granting 
bankers'  acceptance  credits. 

(28)  (c)  Eligibility.  To  be  eligible  for  rediscount,  the  bill  must 
1.  For  rediscount:  have  been  drawn  under  a  credit  opened  for  the 
(a)  Drawn  under  purpose  of  conducting  or  settling  accounts  re- 
credit  opened,  (b)  suiting  from  a  transaction  or  transactions  in- 
Security.  2.  Acquire  volving  (1)  the  shipment  of  goods  between  the 
drafts  or  bills:  (a)  United  States  and  any  foreign  country,  or  be- 
Drawn  to  furnish  tween  the  United  States  and  any  of  its  depend- 
dollar  exchange,  (b)  encies  or  insular  possessions,  or  between  foreign 
Accepted,  (c)  When  countries;  or  (2)  the  domestic  shipment  of 
acquired.  goods,  provided  shipping  documents  are  attached 

at  the  time  of  acceptance  ;  or  it  must  be  a  bill 
which  is  secured  at  the  time  of  acceptance  by  a  warehouse  receipt  or 
other  such  document,  conveying  or  securing  title  covering  readily 
marketable  staples.  Any  Federal  Reserve  Bank  may  also  acquire  drafts 
or  bills  drawn  by  a  bank  or  banker  in  a  foreign  country  or  dependency 
or  insular  possession  of  the  United  States  for  the  purpose  of  furnishing 
dollar  exchange,  and  accepted  by  a  member  bank  in  accordance  with 
the  provisions  of  Regulation  C  (see  par.  53).  Such  drafts  or  bills 
may  be  acquired  prior  to  acceptance  provided  they  have  the  indorse- 
ment of  a  member  bank. 

(29  (d)  Evidence  of  A  Federal  Reserve  Bank  must  be  satisfied, 
eligibility.  Stamp  or  either  by  reference  to  the  acceptance  itself,  or 
certificate.  otherwise,  that  it  is  eligible  for  rediscount. 

Satisfactory  evidence  of  eligibility  may  consist 
of  a  stamp  or  certificate  affixed  by  the  acceptor  in  form  satisfactory 
to  the  Federal  Reserve  Bank. 
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Open-Market  Purchases  of  Bills  of  Exchange,  Trade  Accept- 
ances, and  Bankers'  Acceptances  Under  Section  14* 


Regulation  B,  Series  of  1917  June  22,  1917 

I.  General  Statutory  Provisions 

(30)  Paper  eligible  Section  14  of  the  Federal  Reserve  Act  permits 
for  rediscount  with  Federal  Reserve  Banks,  under  rules  and  regula- 
or  without  member  tions  to  be  prescribed  by  the  Federal  Reserve 
bank  indorsement.       Board,  to  purchase  and  sell  in  the  open  market 

from  banks,  firms,  corporations,  or  individuals, 
bankers'  acceptances  and  bills  of  exchange  of  the  kinds  and  maturities 
made  eligible  by  the  Act  for  rediscount,  with  or  without  the  indorse- 
ment of  a  member  bank. 

//.  General  Character  of  Bills  and  Acceptances  Eligible 

(31)  The  Federal  Reserve  Board,  exercising  its  statutory  right  to 
regulate  the  purchase  of  bills  of  exchange  and  acceptances,  has  deter- 
mined that  a  bill  of  exchange  or  acceptance,  to  be  eligible  for  pur- 
chase by  Federal  Reserve  Banks  under  section  14 — 

(32)  (a)  Investment  Must  not  have  been  issued  for  carrying  or 
securities.  trading  in  stocks,  bonds,  or  other  investment 

securities,  except  bonds  and  notes  of  the  Govern- 
ment of  the  United  States. 

(33)  (b)  Permanent  Must  not  be  a  bill  the  proceeds  of  which  have 
or  speculative  in-  been  used  or  are  to  be  used  for  permanent  or 
vestments.  fixed  investments  of  any  kind,  such  as  land, 

buildings,  machinery,  or  for  investments  of  a 
merely  speculative  character. 

(34)  (c)    Accepted       Must  have  been  accepted  by  the  drawee  prior 
by  drawee  unless  se-    to  purchase  by  a  Federal  Reserve  Bank  unless  it 
cured.  is  accompanied  and  secured  by  shipping  docu- 
ments or  by  a  warehouse,  terminal,  or  other 

similar  receipt  conveying  security  title. 

(35)  (d)   Security.       May  be  secured  by  the  pledge  of  goods1  or 

collateral,  provided  it  is  otherwise  eligible. 

(36)  In  addition  to  the  above  general  requirements,  each  bill  of  ex- 
change and  trade  acceptance  purchased  under  the  terms  of  this  regu- 
lation must  also  conform  to  the  more  specific  requirements  set  forth 
under  ///  (see  par.  37-40),  and  each  banker's  acceptance  must  also 
conform  to  the  more  specific  requirements  set  forth  under  IV  (see 
par.  41-48). 

///.  Bills  of  Exchange  and  Trade  Acceptances 

(37)  (a)  Definition.       A  bill  of  exchange,  within  the  meaning  of  this 

1.  Bill  of  exchange,    regulation,  is  defined  as  an  unconditional  order 

2.  Trade  acceptance,    in  writing,  addressed  by  one  person  to  another, 

other  than  a  banker,  as  defined  under  IV  (a), 
(see  par.  41),  signed  by  the  person  giving  it,  requiring  the  person  to 


*8ee  par.  164-178  for  Informal  Rulings  and  Opinions  of  Counsel. 
1  When  used  in  this  regulation  the  word  "goods"  shall  be  construed  to  include 
goods,  wares,  merchandise,  or  agricultural  products,  including  live  stock. 
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whom  it  is  addressed  to  pay  in  the  United  States,  at  a  fixed  or  determin- 
able future  time,  a  sum  certain  in  dollars  to  the  order  of  a  specified 
person;  and  a  trade  acceptance  is  defined  as  a  bill  of  exchange  drawn 
by  the  seller  on  the  purchaser  of  goods  sold,  and  accepted  by  such 
purchaser. 

(38)  (6)  Eligibility.  To  be  eligible  for  purchase  the  bill  must  have 
1.  Commercial  trans-  arisen  out  of  an  actual  commercial  transaction, 
action.  2.  Maturity,    domestic  or  foreign;  that  is,  it  must  be  a  bill 

which  has  been  issued  or  drawn  for  agricultural, 
industrial,  or  commercial  purposes,  or  the  proceeds  of  which  have  been 
used,  or  are  to  be  used,  for  the  purpose  of  producing,  purchasing, 
carrying  or  marketing  goods  in  one  or  more  of  the  steps  of  the  process 
of  production,  manufacture,  or  distribution.  It  must  have  a  maturity 
at  time  of  purchase  of  not  more  than  ninety  days,  exclusive  of  days 
of  grace. 

(39)  (c)  Evidence  A  Federal  Reserve  Bank  shall  take  such  steps 
of  eligibility.  Stamp  as  it  deems  necessary  to  satisfy  itself  as  to  the 
or  certificate.  eligibility  of  the  bill  offered  for  purchase,  unless 

it  presents  prima  facie  evidence  thereof  or  bears 
a  stamp  or  certificate  affixed  by  the  acceptor  or  drawer  showing  that 
it  is  a  trade  acceptance. 

(40)  (d)  Statements.       Unless  indorsed  by  a  member  bank,  a  bill  is 

not  eligible  for  purchase  until  a  satisfactory 
statement  has  been  furnished  of  the  financial  condition  of  one  or  more 
of  the  parties  thereto. 

IV.  Bankers'  Acceptances 

(41)  (a)  Definition.       A  bankers'  acceptance,  within  the  meaning 

of  this  regulation,  is  a  bill  of  exchange  of  which 
the  acceptor  is  a  bank  or  trust  company,  or  a  firm,  person,  company, 
or  corporation  engaged  in  the  business  of  granting  bankers'  accept- 
ance credits. 

(42)  (b)  Eligibility.  To  be  eligible  for  purchase,  the  bill — which 
1.  Maturity.  2.  must  have  a  maturity  at  time  of  purchase  of 
Drawn  under  credit  not  more  than  three  months,  exclusive  of  days  of 
opened.  3.  Or  to  fur-  grace — must  have  been  drawn  under  a  credit 
nish  dollar  exchange,    opened  for  the  purpose  of  conducting  or  settling 

accounts  resulting  from  a  transaction  or  trans- 
actions involving — 

(43)  (1)  The  shipment  of  goods  between  the  United  States  and  any 
foreign  country,  or  between  the  United  States  and  any  of  its  depen- 
dencies or  insular  possessions,  or  between  foreign  countries,  or 

(44)  (2)  The  shipment  of  goods  within  the  United  States,  provided 
the  bill  at  the  time  of  its  acceptance  is  accompanied  by  shipping  docu- 
ments, or 

(45)  (3)  The  storage  within  the  United  States  of  readily  marketable 
goods,  provided  the  acceptor  of  the  bill  is  secured  by  warehouse, 
terminal,  or  other  similar  receipt,  or 
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(46)  (4)  The  storage  within  the  United  States  of  goods  which  have 
been  actually  sold,  provided  the  acceptor  of  the  bill  is  secured  by  the 
pledge  of  such  goods ;  or  it  must  be  a  bill  drawn  by  a  bank  or  banker 
in  a  foreign  country  or  dependency  or  insular  possession  of  the  United 
States  for  the  purpose  of  furnishing  dollar  exchange.  In  this  latter 
case  the  bank  or  banker  drawing  the  bill  must  be  in  a  country,  depen- 
dency, or  possession  whose  usages  of  trade  have  been  determined  by 
the  Federal  Reserve  Board  to  require  the  drawing  of  bills  of  this 
character. 

(47)  (c )  Evidence       A  Federal  Reserve  Bank  must  be  satisfied 
of  eligibility.  Stamp    either  by  reference  to  the  acceptance  itself,  or 
or  certificate.  otherwise,  that  it  is  eligible  for  purchase.  Sat- 
isfactory evidence  of  eligibility  may  consist 

of  a  stamp  or  certificate  affixed  by  the  acceptor,  in  form  satisfactory 
to  the  Federal  Reserve  Bank.  No  evidence  of  eligibility  is  required 
with  respect  to  a  bill  accepted  by  a  national  bank. 

(48)  (d)  State-  Bankers'  acceptances,  other  than  those  ac- 
ments.  1.  Financial  cepted  or  indorsed  by  member  banks,  shall  be 
statement;  and  2.  eligible  for  purchase  only  after  the  acceptor  has 
Information  concern-  furnished  a  satisfactory  statement  of  financial 
ing  transactions.  condition  in  form  to  be  approved  by  the  Federal 

Reserve  Board,  and  has  agreed  in  writing  with 
a  Federal  Reserve  Bank  to  inform  it  upon  request  concerning  the 
transactions  underlying  such  acceptances. 

Acceptance  by  Member  Banks  of  Drafts  and 
Bills  of  Exchange 
Regulation  C,  Series  of  1917  June  22,  1917 

A — ACCEPTANCE  of  drafts  or  bills  of  exchange  drawn  against 
domestic  or  foreign  shipments  of  goods  or  secured 
by  warehouse  receipts  covering  readily 
marketable  staples 

/.  Statutory  Provisions 

(49)  (a)  Maturity.  Under  the  provisions  of  the  fifth  paragraph 
(6)  Transactions  in-  of  section  13  of  the  Federal  Reserve  Act,  as 
volved.  (c)  Security,  amended  by  the  acts  of  September  7,  1916,  and 
(d)  Amount  limited.  June  21,  1917,  any  member  bank  may  accept 

drafts  or  bills  of  exchange  drawn  upon  it, 
having  not  more  than  six  months'  sight  to  run,  exclusive  of 
days  of  grace,  which  grow  out  of  transactions  involving  the 
importation  or  exportation  of  goods;  or  which  grow  out  of  transac- 
tions involving  the  domestic  shipment  of  goods,  provided  shipping 
documents  conveying  or  securing  title  are  attached  at  the  time  of 
acceptance;  or  which  are  secured  at  the  time  of  acceptance  by  a  ware^ 
house  receipt  (see  par.  98),  or  other  such  document  conveying  or  secur- 
ing title  covering  readily  marketable  staples.  This  paragraph  limits 
the  amount  which  any  bank  shall  accept  for  any  one  person,  company, 
firm,  or  corporation,  whether  in  a  foreign  or  domestic  transaction,  to 
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an  amount  not  exceeding  at  any  time,  in  the  aggregate,  more  than  10 
per  centum  of  its  paid-up  and  unimpaired  capital  stock  and  surplus 
(see  par.  127-129).  This  limit,  however,  does  not  apply  in  any  case 
where  the  accepting  bank  is  secured  either  by  attached  documents  or 
by  some  other  actual  security  (see  par.  119-120)  growing  out  of  the 
same  transaction  as  the  acceptance  (see  par.  130,  166-168).  The  law 
also  provides  that  any  bank  may  accept  such  bills  up  to  an  amount 
not  exceeding  at  any  time,  in  the  aggregate,  more  than  one-half  of 
its  paid-up  and  unimpaired  capital  stock  and  surplus;  or,  with  the 
approval  of  the  Federal  Reserve  Board,  up  to  an  amount  not  exceed- 
ing at  any  time,  in  the  aggregate,  more  than  100  per  centum  of  its 
paid-up  and  unimpaired  capital  stock  and  surplus.  In  no  event,  how- 
ever, shall  the  aggregate  amount  of  acceptances  growing  out  of  domestic 
transactions  exceed  50  per  centum  of  such  capital  stock  and  surplus. 


//.  Regulations 

(50)  1.  Application  Under  the  provisions  of  the  law  referred  to 
to  accept  up  to  100  above,  the  Federal  Reserve  Board  has  deter- 
per  cent  of  capital  mined  that  any  member  bank  having  an  unim- 
and  surplus.  paired  surplus  equal  to  at  least  20  per  centum 

of  its  paid-up  capital,  which  desires  to  accept 
drafts  or  bills  of  exchange  drawn  for  the  purposes  described  above, 
up  to  an  amount  not  exceeding  at  any  time,  in  the  aggregate,  100  per 
centum  of  its  paid-up  and  unimpaired  capital  stock  and  surplus,  may 
file  an  application  for  that  purpose  with  the  Federal  Reserve  Board. 
Such  application  must  be  forwarded  through  the  Federal  Reserve  Bank 
of  the  district  in  which  the  applying  bank  is  located. 

(51)  2.  Report.  The  Federal  Reserve  Bank  shall  report  to  the 

Federal  Reserve  Board  upon  the  standing  of  the 
applying  bank,  stating  whether  the  business  and  banking  conditions 
prevailing  in  its  district  warrant  the  granting  of  such  application. 

(52)  3.  The  approval  of  any  such  application  may  be  rescinded  upon 
90  days'  notice  to  the  bank  affected. 


B— ACCEPTANCE  OF  DRAFTS  OR  BILLS  OF  EXCHANGE  DRAWN  FOR  THE 
PURPOSE  OF  CREATING  DOLLAR  EXCHANGE 

/.  Statutory  Provisions 

(53)  1.  Maturity.  2.  Section  13  of  the  Federal  Reserve  Act  also 
Drawn  by.  3.  To  ere-  provides  that  any  member  bank  may  accept 
ate  dollar  exchange,  drafts  or  bills  of  exchange  drawn  upon  it  having 
not  more  than  three  months'  sight  to  run,  ex- 
clusive of  days  of  grace,  drawn,  under  regulations  to  be  prescribed 
by  the  Federal  Reserve  Board,  by  banks  or  bankers  in  foreign  coun- 
tries, or  dependencies  or  insular  possessions  of  the  United  States 
for  the  purpose  of  furnishing  dollar  exchange  as  required  by  the  usages 
of  trade  in  the  respective  countries,  dependencies,  or  insular  pos- 
sessions. 
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(54)  Amount  Urn-  No  member  bank  shall  accept  such  drafts  or 
ited.  bills  of  exchange  for  any  one  bank  to  an  amount 

exceeding  in  the  aggregate  10  per  centum  of 
the  paid-up  and  unimpaired  capital  and  surplus  of  the  accepting 
bank  unless  the  draft  or  bill  of  exchange  is  accompanied  by  documents 
conveying  or  securing  title  or  by  some  other  adequate  security.  No 
member  bank  shall  accept  such  drafts  or  bills  in  an  amount  exceeding 
at  any  time  in  the  aggregate  one-half  of  its  paid-up  and  unimpaired 
capital  and  surplus.  This  50  per  cent  limit  is  separate  and  distinct 
from  and  not  included  in  the  limits  placed  upon  the  acceptance  of 
drafts  and  bills  of  exchange  as  described  under  section  A  of  this 
regulation  (see  par.  49-52,  116). 

//.  Regulations 

(55)  Application.  Any  member  bank  desiring  to  accept  drafts 

drawn  by  banks  or  bankers  in  foreign  countries 
or  dependencies  or  insular  possessions  of  the  United  States  for  the 
purpose  of  furnishing  dollar  exchange,  shall  first  make  an  application 
to  the  Federal  Reserve  Board  setting  forth  the  usages  of  trade  in  the 
respective  countries,  dependencies,  or  insular  possessions  in  which  such 
banks  or  bankers  are  located. 

(56)  Approval  and  If  the  Federal  Reserve  Board  should  deter- 
Notification.  mine  that  the  usages  of  trade  in  such  countries, 

dependencies,  or  possessions,  require  the  grant- 
ing of  the  acceptance  facilities  applied  for,  it  will  notify  the 
applying  bank  of  its  approval  and  will  also  publish  in  the  Federal 
Reserve  Bulletin  the  name  or  names  of  those  countries,  dependencies, 
or  possessions  in  which  banks  or  bankers  are  authorized  to  draw  on 
member  banks  whose  applications  have  been  approved  for  the  purpose 
of  furnishing  dollar  exchange.* 

(57)  Modify  or  re-  The  Federal  Reserve  Board  reserves  the  right 
voke  approval.  to  modify,  or  on  90  days'  notice  to  revoke,  its 

approval,  either  as  to  any  particular  member 
bank  or  as  to  any  foreign  country  or  dependency  or  insular 
possession  of  the  United  States  in  which  it  has  authorized  banks  or 
bankers  to  draw  on  member  banks  for  the  purpose  of  furnishing 
dollar  exchange. 


*In  the  September,  1917,  Bulletin  appeared  the  following:  " Applications  /or 
power  to  accept  drafts  drawn  by  banks  and  bankers  in  South  American  countries 
have  been  received  from  several  institutions,  and  the  Board  has  voted  to  permit 
drafts  drawn  upon  member  banks  by  banks  or  bankers  in  any  Central  or  South 
American  country  for  the  purposes  specified  in  the  Federal  Reserve  Act,  to  be  ac- 
cepted by  such  member  banks,  upon  application  to  and  approval  by  the  Board." 

In  the  October,  1918,  Bulletin  appeared  the  following:  "Banks  and  bankers  in 
the  following  countries  have  been  authorised  by  the  Federal  Reserve  Board  to  draw 
drafts  for  the  purpose  of  furnishing  dollar  exchange:  Argentina,  Bolivia,  BraaU, 
Chile,  Colombia,  Costa  Rica,  Ecuador,  Nicaragua,  Peru,  Porto  Rico,  Santo  Domingo, 
Uruguay,  Venezuela,  and  Trinidad." 
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informal  Rulings  of  the  Federal  Reserve  Board 
and  Opinions  of  Counsel 


Trade  Acceptances 

December  24,  1917 

(58)  The  Federal  Reserve  Board  has  ruled  on  several  occasions  that  a 
bill  of  exchange  drawn  by  the  seller  of  goods  and  accepted  by  the 
purchaser  of  those  goods  is  a  trade  acceptance,  regardless  of  whether 
or  not  the  purchaser  intends  to  resell  the  goods  or  to  use  them  for  his 
own  purpose,  and  that,  therefore,  a  retail  dealer  may  finance  the  sale 
of  his  goods  to  a  retail  customer  by  means  of  the  trade  acceptance. 

The  Board  believes,  therefore,  that  a  bill  drawn  by  a  retail  dealer 
on  his  retail  customer  to  finance  the  sale  of  goods  to  that  customer 
is  a  trade  acceptance  within  the  meaning  of  the  Board's  regulations, 
even  though  it  is  drawn  after  the  purchaser  has  failed  to  remit  promptly 
on  an  open  account. 

The  Board  is  also  of  the  opinion,  however,  that  to  attempt  to 
use  the  trade  acceptance  in  this  manner  as  a  means  of  liquidating  an 
otherwise  slow  account  would  involve  considerable  danger  to  the 
primary  purposes  of  the  trade-acceptance  movement,  and  would  sub- 
ordinate the  trade  acceptance  to  the  open  account  by  suggesting  it 
as  a  last  resort  for  bad  debts.  While,  therefore,  trade  acceptances  of 
this  character  should  probably  be  considered  eligible  as  a  matter  of 
law,  nevertheless  member  banks  and  Federal  Reserve  Banks  should 
be  encouraged  to  discriminate  against  them  as  far  as  possible  for  the 
reason  just  stated. 

Form  of  Trade  Acceptance 
(To  an  Individual)  June  25,  1918 

(59)  Receipt  is  acknowledged  of  your  letter  outlining  two  forms  of 
trade  acceptances  and  requesting  an  expression  of  the  Board's  prefer- 
ence. The  matter  was  referred  to  counsel,  and  the  Board  concurs 
with  his  opinion  that  Form  2  would  seem  to  be  the  most  desirable, 
since  it  contains  a  specific  request  to  pay  the  draft,  instead  of  a  mere 
implied  request  or  waiver  of  further  notice. 

(From  an  Individual)  June  5,  1918 

(60)  Various  clients  of  ours  send  their  trade  acceptances  to  all  States 
of  the  Union  and  wish  to  have  them  so  worded  that  it  would  be  proper 
for  a  bank  in  any  State,  including  the  State  where  the  negotiable- 
instrument  law  has  not  been  enacted  or  it  has  been  modified,  to  pay 
the  acceptance  without  previously  notifying  the  acceptor. 

Will  you  advise  me  if  the  wording  in  either  form  of  indorsement, 
as  noted  below,  should  be  sufficient  warrant  for  the  bank,  to  pay  the 
acceptance  from  funds  of  the  acceptor  in  their  hands  without  notifica- 
tion to  the  acceptor  ? 
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(Form  1) 

Accepted  at  191. . 

Bank  where  payable  

(Without  further  notice  to  acceptor.) 
Address  of  bank  

(If  no  bank,  address  of  acceptor.) 

Name   

(Acceptor's  authorized  signature.) 
By   


(Form  2) 

Accepted  at  191. . 

Bank  where  payable  

(If  no  bank,  address  of  acceptor.) 

Address  

(Pay  as  specified,  charge  to  the  ac- 
count of) 

Name   

(Acceptor's  authorized  signature.) 
By   


Conditions  Attached  to  and  Affecting  Negotiability  of  Bills 

of  Exchange  and  Acceptances 
(Opinion  of  Counsel)  February  2,  1915 

(61)  A  bill  of  exchange,  in  order  to  be  negotiable,  must  be  an  uncon- 
ditional order  to  pay,  on  demand  or  at  a  fixed  or  determinable  future 
time,  a  certain  sum  of  money  to  order  or  to  bearer.  If  payment  is 
dependent  upon  the  happening  of  a  certain  contingency  the  bill  is 
conditional  and  non-negotiable.  If  payment  is  confined  to  the  proceeds 
of  a  particular  fund  and  5s  not  chargeable  to  the  general  credit  of  the 
drawer  the  bill  is  conditional  and  non-negotiable. 

A  general  acceptance  of  a  conditional  bill  or  a  conditional  accept- 
ance of  an  unconditional  bill  makes  the  acceptance  a  conditional  one 
and  destroys  its  negotiability. 

There  is  some  doubt  in  the  courts  whether  the  mere  reference  to  a 
particular  consignment  of  goods  makes  the  bill  conditional,  some 
courts  stating  that  it  is  merely  an  indication  of  the  fund  out  of  which 
the  drawee  is  to  reimburse  himself ;  other  courts  holding  that  it  makes 
the  bill  conditional  because  limiting  payment  to  the  proceeds  of  the 
particular  shipment  referred  to.  There  is  no  doubt,  however,  that  a 
reference,  in  general  terms,  on  the  face  of  an  accepted  bill  to  the  fact 
that  it  is  based  on  the  exportation  or  importation  of  goods,  would  not 
make  it  conditional  and  non-negotiable,  and  it  would  not,  therefore, 
be  ineligible  for  discount  under  the  provisions  of  section  13  of  the 
Federal  Reserve  Act. 

Form  of  Draft 

(To  a  National  Bank)  January  17,  1918 

(62)  You  ask  whether  there  is  any  objection  to  the  form  of  draft  used 
by  some  of  your  cotton  mills  which  are  purchasing  cotton  from  mer- 
chants, and  whether  such  a  draft  made  payable  at  sight  and  accepted  by 
the  drawee  is  negotiable  if  it  contains  the  following  provision :  "With 
interest  at  the  rate  of  6  per  cent,  per  annum  if  payment  is  delayed." 

In  reply  you  are  advised: 

(a)  That  the  Board  knows  of  no  objection  to  the  use  of  the  draft 
in  the  form  submitted. 

(b)  If  made  payable  at  sight  and  accepted  by  the  drawee  it  should 
not  be  discounted  as  a  draft  or  bill  of  exchange,  since  in  practically 
all  States  a  draft  payable  at  sight  becomes  payable  without  grace  as 
soon  as  presented  or  exhibited  to  the  drawee.  This  being  true,  if  the 
holder  presented  it  for  acceptance  instead  of  for  payment  the  drawer 
and  indorsers  would  probably  be  released  and  the  holder  would  have 
recourse  only  against  the  acceptor  as  the  party  primarily  liable.  Such 
a  draft  would  not  be  eligible  for  rediscount  with  a  Federal  Reserve 
Bank,  since  it  would  not  have  a  fixed  maturity  of  less  than  90  days. 
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To  all  intents  and  purposes  it  would  be  the  promissory  note  of  the 
acceptor  and  his  liability  to  the  bank  would  be  subject  to  the  limitations 
of  section  5200  Revised  Statutes. 

(c)  In  the  opinion  of  the  Board  the  insertion  of  the  language  sug- 
gested would  not  affect  the  negotiability  of  the  instrument  if  it  is  con- 
strued to  mean  that  interest  at  the  rate  of  6  per  cent,  per  annum  is  to 
begin  to*  run  from  date  of  maturity.  It  is  inadvisable,  however,  in  any 
case  to  insert  language  the  meaning  of  which  is  ambiguous,  and  the 
clause  suggested  in  your  letter  is  open  to  this  criticism. 

Drafts  Payable  With  Interest 
(Opinion  of  Counsel)  February  19,  1917 

(63)  A  provision  in  a  draft  or  bill  of  exchange  that  it  is  payable  "with 
interest  at  the  rate  of  —  per  cent,  per  annum  after  maturity  if  pay- 
ment is  delayed"  does  not  affect  the  negotiability  of  the  instrument. 

Draft  Drawn  for  Insurance  Premium  as  a  Trade  Acceptance 
(To  a  Federal  Reserve  Bank)  March  6,  1918 

(64)  A  draft  drawn  by  a  casualty  company  against  a  policyholder  for 
premiums  could  hardly  be  said  to  be  a  draft  by  the  seller  on  the  pur- 
chaser of  goods  sold  and  would  not,  in  the  opinion  of  the  Board,  come 
within  the  Board's  present  definition  of  a  trade  acceptance. 

It  is,  of  course,  within  the  power  of  the  Board  to  extend  this  defini- 
tion so  as  to  include  drafts  drawn  for  insurance,  services  rendered, 
etc.,  if  it  determines  this  to  be  advisable.  It  would,  however,  require 
rather  a  forced  construction  to  treat  a  draft  drawn  for  an  insurance 
premium  as  a  trade  acceptance  under  the  present  definition  of  the 
Board. 

Drafts  for  Purchase  of  Electrical  Goods,  Including  Cost  of 
Installation,  as  Trade  Acceptance 
(To  a  Federal  Reserve  Bank)  February  23,  1918 

(65)  May  drafts  drawn  for  the  purchase  price  of  electrical  and  mechan- 
ical goods,  which  include  the  cost  of  installation,  be  treated  as  trade 
acceptances  when  such  drafts  are  accepted  by  the  purchaser? 

It  appears  that  it  is  customary  for  the  seller  of  such  goods  to 
contract  for  their  installation  and  to  include  the  cost  of  installation  in 
the  selling  price. 

In  the  opinion  of  the  Board  such  an  acceptance  would  come  within 
the  Board's  definition  of  a  trade  acceptance. 

Based  on  Advertising  Space 
(Opinion  of  Counsel)  January  9,  1917 

(66)  The  Federal  Reserve  Board  may  properly  rule  that  a  draft  or 
bill  of  exchange  drawn  by  the  seller  on  the  purchaser  of  advertising 
space  and  accepted  by  such  purchaser  is  a  trade  acceptance. 

Acceptances  for  Advertising 

January  23,  1917 

(67)  The  term  "goods"  as  used  in  the  regulations  of  the  Board  includes 
goods,  wares,  merchandise,  or  agricultural  products,  including  live 
stock,  and  because  of  the  doubts  raised  as  to  whether  this  term  is 
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broad  enough  to  include  advertising  space,  the  Board  has  ruled 
that  a  draft  or  bill  of  exchange  drawn  by  a  publisher,  or  other  adver- 
tising agency,  on  the  purchaser  of  advertising  space  and  accepted  by 
such  purchaser  shall  be  considered  a  trade  acceptance,  provided  the 
advertisement  on  which  the  draft  or  bill  is  based  is  for  the  purpose  of 
promoting  or  facilitating  the  production,  manufacture,  distribution, 
or  sale  of  goods,  wares,  merchandise,  or  agricultural  products,  includ- 
ing live  stock;  and  provided  further  that  such  advertisement  is  not 
illegal  and  is  not  for  the  purpose  of  promoting  or  facilitating  any 
transaction  which  is  prohibited  by  the  laws  of  the  State  in  which  it 
is  to  be  consummated. 

Trade  Acceptances 
{Federal  Reserve  Board  Ruling) 

(68)  A  trade  acceptance  containing  the  statement  that  "the  obligation 
of  the  acceptor  hereof  arises  out  of  the  purchase  of  goods  from  the 
drawer  as  per  invoices,  a  record  of  which  is  given  in  the  subjoined 
statement,"  is  a  valid  and  desirable  acceptance  when  offered  with  the 
"subjoined  statement"  detached  in  accordance  with  directions  in  the 
form. 

An  acceptance  to  pay  at  a  particular  place  different  from  the  resi- 
dence of  the  acceptor  is  a  general  acceptance,  unless  it  expressly  states 
that  the  bill  is  to  be  paid  there  and  not  elsewhere,  and  does  not  render 
the  bill  non-negotiable. 

{Opinion  of  Counsel)  December  20,  1918 

(69)  An  opinion  is  asked  on  the  following  questions: 

1.  Whether  a  trade  acceptance  containing  the  statement  that  "the 
obligation  of  the  acceptor  hereof  arises  out  of  the  purchase  of  goods 
from  the  drawer  as  per  invoices,  a  record  of  which  is  given  in  the 
subjoined  statement,"  is  a  valid  and  desirable  acceptance  when  offered 
with  the  "subjoined  statement"  detached  in  accordance  with  the  direc- 
tions in  the  form? 

2.  Should  a  bank  or  bill  house  have  any  hesitancy  <  now,  in  view 
of  the  variant  legal  rulings  or  decisions,  in  purchasing  a  bill  payable 
in  New  York  drawn  on  a  firm  in  Cleveland,  without  the  language  sug- 
gested by  the  trade  acceptance  council  to  cover  this  point? 

Considering  these  questions  in  the  foregoing  order,  (1)  Section  3 
of  the  negotiable  instruments  law  provides  in  part  as  follows: 

"An  unqualified  order  or  promise  to  pay  is  unconditional  within 
the  meaning  of  this  act,  though  coupled  with  *  *  *  a  statement 
of  the  transaction  which  gives  rise  to  the  instrument." 

In  accordance  with  this  section,  it  has  been  held  that  the  words 
"as  per  terms  of  contract,"  written  after  the  words  "valued  received" 
on  the  face  of  a  promissory  note  by  the  maker  before  it  is  delivered, 
do  not  destroy  the  negotiability  of  the  note  or  make  its  payment  to  a 
holder  in  due  course  conditional  upon  the  performance  of  the  contract 
intended  to  be  referred  to  by  the  maker. 

By  analogy,  the  "subjoined  statement"  referred  to  in  the  case 
under  consideration  may  be  treated  as  a  part  of  the  statement  of  the 
transaction  giving  rise  to  the  draft.  Such  a  statement,  under  the 
better  authorities,  is  not  an  essential  part  of  the  draft,  and  to  detach 
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it  should  not,  therefore,  destroy  its  negotiability.  It  could  not  be 
treated  as  an  unauthorized  alteration  of  the  acceptance,  because  the 
order  of  the  drawer  in  the  form  submitted  contains  specific  authority 
to  "detach  this  memorandum  from  the  trade  acceptance  before  dis- 
counting or  depositing  it  for  collection."  The  drawee,  therefore, 
assents  to  the  order  of  the  drawer,  and  in  the  opinion  of  this  office  such 
an  acceptance  may  be  treated  as  negotiable. 

The  Board  has  heretofore  approved  a  form  of  trade  acceptance 
containing  the  statement  that  it  is  drawn  "in  settlement  of  the  purchase 
of  goods  as  billed  in  our  invoice  No.    ,  dated  ." 

The  same  general  principles  seem  to  be  involved  in  the  present 
case. 

In  answer  to  question  (2),  this  office,  in  an  opinion  published  in 
the  April,  1917,  Federal  Reserve  Bulletin,  page  289  (see  par.  147), 
reached  the  conclusion  that  an  acceptance  to  pay  at  a  particular  place 
different  from  that  named  in  the  draft  is  a  general  and  not  a  qualified 
acceptance  unless  the  acceptor  expressly  states  that  the  bill  will  be 
paid  at  the  place  designated  by  him  and  not  elsewhere. 

As  some  counsel  expressed  some  uncertainty  as  to  the  correctness 
of  this  view,  the  trade  acceptance  counsel  recommended  that  the  drawer 
incorporate  in  the  body  of  the  draft  authority  for  the  drawee  to  make 
such  an  acceptance.  This  would,  of  course,  remove  any  doubt  that 
may  exist  on  the  subject,  but  after  further  considering  the  question 
involved  I  am  still  of  the  opinion  that  even  without  this  authority 
incorporated  in  the  draft  the  drawee  might  accept  a  draft  as  above 
outlined  without  destroying  the  negotiability  of  the  instrument. 

Bills  Payable  to  the  Order  of  the  Drawee 
(Opinion  of  Counsel)  December  13,  1917 

(70)  A  bill  made  payable  to  the  order  of  the  drawee  is  not  negotiable 
until  the  drawee  as  payee  has  indorsed  it.  When  it  has  been  accepted 
and  indorsed  by  the  drawee  it  is  a  valid  negotiable  instrument  in  the 
hands  of  a  third  party,  and  the  drawer  is  not  released,  since  the  terms 
of  his  order  have  been  specifically  complied  with. 

Indorsement  of  Acceptances 
(To  a  Federal  Reserve  Bank)  July  12,  1918 

(71)  Acceptances  must  bear  the  signature  in  blank  or  to  order  of  the 
last  party  to  whom  the  acceptance  has  been  indorsed,  but  if  the 
acceptance  is  indorsed  in  blank  it  can,  of  course,  change  ownership 
from  one  holder  to  another  without  being  indorsed  by  each  subse- 
quent holder,  and  the  title  would  pass  all  the  same. 

As  a  matter  of  better  protection,  purchasers  of  acceptances  gen- 
erally have  the  acceptance  indorsed  to  their  order,  thus  insuring  them- 
selves against  their  being  collected  or  disposed  of  by  others  than  the 
legitimate  owner.  In  that  case,  of  course,  the  holder  has  to  indorse 
the  bill.  Where  the  purchaser  is  not  quite  certain  as  to  the  genuine 
character  of  the  signature  on  the  bill,  he  would,  of  course,  be  well 
advised  to  insist  upon  indorsement  by  the  seller. 

In  England  the  habit  is  general  to  indorse  acceptances  freely,  and, 
as  you  know,  I  am  very  much  in  favor  of  establishing  a  similar  practice 
here.  As  a  matter  of  fact,  in  New  York  we  have  progressed  so  far 
that  out  of  about  $120,000,000  of  acceptances  held  by  the  New  York 
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Federal  Reserve  Bank,  only  about  $3,000,000  were  unindorsed  according 
to  its  last  statement. 

I  hope  we  may  soon  reach  the  point  when  Federal  Reserve  Banks 
can  make  a  definite  rule  not  to  buy  bankers'  acceptances  except  such 
as  bear  at  least  three  responsible  signatures,  being  those  of  the 
acceptor,  the  drawer,  and  the  indorser. 

Waiver  op  Demand,  Notice  and  Protest 
(Opinion  of  Counsel)  February  13,  1915 

(72)  The  acceptor  of  a  bill  of  exchange  is  the  principal  debtor.  The 
law  requires  that  notice  of  demand  and  protest  be  given  to  parties 
secondarily  liable  in  case  of  dishonor.  This  right  to  receive  notice  is 
a  personal  one  which  may  be  waived  by  the  parties  entitled  thereto — 
that  is,  the  drawer  and  indorsers ;  but  such  waiver  has  no  effect  on  the 
acceptor  or  principal  debtor. 

Negotiability  of  Bills  of  Exchange 
(Opinion  of  Counsel)  April  13,  1916 

(73)  Negotiability  of  a  bill  of  exchange  is  not  affected  by  provisions 
which  waive  demand,  notice,  and  protest;  which  waive  homestead 
exemption  rights;  and  which  provide  for  the  costs  of  collection*  and 
attorney's  fees. 

Bills  Payable  with  Attorney's  Fees  or  Collection  Charges 
(Opinion  of  Counsel)  July  10,  1918 

(74)  While  a  bill  containing  a  provision  for  payment  of  the  costs  of 
collection  and  attorney's  fees,  if  it  is  dishonored  at  maturity,  is  a  valid 
negotiable  instrument,  a  bill  drawn  for  a  fixed  sum  "with  collection 
charges"  is  not  a  negotiable  instrument  unless  it  is  so  drawn  as  to 
show  that  no  collection  charges  are  to  be  included  unless  the  bill  is 
dishonored  at  maturity. 


*In  the  circular  letter  No.  147,  dated  February  26,  1919,  The  Federal  Reserve 
Bank  of  New  York  announced  the  revision  of  charges  on  acceptances  and  enclosed 
a  copy  of  the  by-laws  revised  by  the  New  York  Clearing  House. 

"Sec.  6.  A,  On  acceptances  of  banks,  bankers,  and  trust  companies  taken  by  mem- 
ber or  clearing  non-member  institutions  the  charge  shall  be  governed  by  the 
"Schedule  showing  when  the  proceeds  of  Bankers'  Acceptances  will  become  avail- 
able," as  published  by  the  Federal  Reserve  Bank  of  New  York  from  time  to  time ; 
that  is  to  say,  for  such  items  for  which  credit  is  available  at  the  Federal  Reserve 
Bank  of  New  York  on  the  day  of  maturity,  the  charge  shall  be  discretionary ; 
where  credit  is  available  at  said  bank  one  or  two  days  after  maturity,  1/40  of  1%  ; 
where  credit  is  available  at  said  bank  three  or  four  days  after  maturity,  1/20  of 
1%  ;  where  credit  is  available  at  said  bank  later  than  four  days  after  maturity, 
1/10  of  1%. 

B.  All  notes  or  other  time  obligations,  not  provided  for  in  Sub-division  A  of  this 
Section,  purchased  by  member  or  clearing  non-member  institutions  payable  else- 
where than  in  New  York  City,  shall  be  subject  to  a  charge  of  not  less  than  1/10  of 
1%,  except  that  in  the  states  of  Florida,  Louisiana,  Mississippi,  New  Mexico,  North 
Carolina  and  South  Carolina  the  charge  shall  be  not  less  than  1/8  of  1%,  provided, 
however,  that  for  notes  or  other  time  obligations  purchased  or  discounted  by  any 
collecting  bank,  payable  elsewhere  than  in  New  York  City  but  with  respect  to  which, 
the  maker,  endorser  or  guarantor ;  or  any  bank,  banker  or  trust  company  maintain- 
ing an  account  with  the  collecting  bank,  gives  a  written  agreement  at  the  time  of 
such  purchase  or  discount,  that  payment  is  to  be  provided  in  New  York  City  on  date 
of  maturity  in  New  York  funds  at  par,  the  charge  shall  be  discretionary." 

The  Reserve  Bank  schedule  showing  when  proceeds  of  bankers'  acceptances  will 
be  available  if  collected  through  the  Federal  Reserve  Bank  of  New  York  reads  as 
follows : 

"On  and  after  March  1,  1919,  bankers'  acceptances  will  be  received  by  the  Federal 
Reserve  Bank  of  New  York  for  collection  from  its  member  banks  and  from  Federal 
Reserve  Banks  but  bankers'  acceptances  payable  at  New  York  Clearing  House 
banks  will  not  be  received  from  Clearing  House  members. 

"By  arrangements  completed  with  all  other  Federal  Reserve  Banks  the  proceeds  of 
bankers'  acceptances  payable  in  cities  where  Federal  Reserve  Banks  or  their 
branches  are  at  present  or  may  hereafter  be  established  will  be  available,  subject 
to  payment  on  day  of  maturity.    (Continued  on  following  page.) 
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Negotiability  of  Bills  and  Notes  Made  Payable  "In  Exchange" 
(Opinion  of  Counsel)  August  10,  1916 

(75)  A  bill  or  note  made  payable  "in  exchange"  is  not  payable  "in 
money"  and  is,  therefore,  not  negotiable.  Federal  Reserve  Banks 
cannot  be  required  to  receive  checks  and  drafts  drawn  in  this  manner 
for  collection  or  credit. 


"Proceeds  of  bankers'  acceptances  payable  elsewhere  than  in  Federal  reserve  or 
Federal  reserve  branch  cities  will  be  available,  subject  to  payment,  one  or  more  days 
after  maturity,  until  further  notice,  in  accordance  with  the  following  schedule : 


District 

Creuit  Available  at  Maturity 
for  Items  Payable  in 

Credit  for  Items  Payable  Elsewhere 
in  District  Available 

i. 

Boston  

Boston,  Mass  

1  day  after  maturity. 

2. 

New  York  

New  York,  N.  Y  

Buffalo,  N.  Y. 

1  day  after  maturity. 

3. 

Philadelphia  

Philadelphia,  Pa  

1  day  after  maturity. 

4. 

Cleveland  

Cleveland,  Onto  

Cincinnati,  Ohio 
Pittsburgh,  Pa. 

1  day  after  maturity. 

5. 

Richmond  

Richmond,  Va  

Baltimore,  Md. 

2  days  after  maturity  for  Mary- 

land, District  of  Columbia 
and  Virginia. 

3  days  after  maturity  for  West 

Virginia,  North  Carolina  and 
South  Carolina. 

6. 

Atlanta  

New  Orleans,  La. 
Jacksonville,  Fla. 
Birmingham,  Ala  

1  day  alter  maturity  for  accept- 
ances of  member  banks  only. 

Acceptances  of  non-m  embers  when 
collected. 

7. 

Chicago  

Chicago,  111  . . 

Detroit,  Mich. 

1  day  after  maturity. 

8. 

St.  Louis  

St.  Louis,  Mo  

Louisville,  Ky. 
Memphis,  Tenn. 
Little  Rock,  Ark. 

1  day  after  maturity. 

9. 

Minneapolis  

Minneapolis,  Minn  

St.  Paul,  Minn. 

1  day  after  maturity. 

10. 

Kansas  City  

Kansas  City,  Mo  

Omaha,  Neb. 
Denver,  Col. 

1  day  after  maturity. 

11. 
12. 

Dallas  

Dallas,  Tex  

El  Paso,  Texas. 

1  day  after  maturity. 

San  Francisco. .  . . 

San  Francisco,  Cal  

Spokane,  Wash. 
Portland,  Ore. 
Seattle,  Wash. 
Salt  Lake  City,  Utah 

1  day  after  maturity. 

The  items  to  be  collected  must  be  received  by  the  collecting  Federal  Best  n  e  Bank 
or  branch  in  time  for  the  presentation  at  maturity  to  the  accepting  bank  or  the  bank 
designated  as  the  place  of  payment. 
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Eligibility  op  Drafts  Under  Credits 
(Federal  Reserve  Board  Ruling)  January  19,  1919 

(76)  Drafts  drawn  under  the  credits  opened  by  certain  banks  to 
finance  the  Cuban  sugar  crop  are  eligible  for  rediscount  with  a  Federal 
Reserve  Bank  when  accepted  by  the  bank  against  which  they  are 
drawn.  In  this  case  the  sugar  in  question  was  sold  to  the  United 
States  Equalization  Board  for  shipment  to  the  United  States  or  United 
Kingdom  under  contract  entered  into  between  the  purchasers  and  the 
Equalization  Board  through  the  agents  of  the  former  in  New  York. 

Bankers'  Acceptances  Drawn  Against  Shipment  of  Goods  from 

a  Corporation  to  Its  Agent 
(To  an  individual)  August  24,  1917 

(77)  A  member  bank  may  properly  accept  a  draft  drawn  against  the 
shipment  of  goods  from  a  corporation  to  its  agent  or  branch  even 
though  no  sale  of  the  goods  is  involved  in  the  transaction. 

The  Federal  Reserve  Act  authorizes  any  member  bank  to  accept 
drafts  or  bills  of  exchange  which  grow  out  of  transactions  involving 
the  domestic  shipment  of  goods,  provided  that  shipping  documents 
conveying  or  securing  title  are  attached  at  the  time  of  acceptance 
and  provided  further  that  such  drafts  or  bills  of  exchange  have  a 
maturity  of  not  more  than  six  months'  sight  to  run,  exclusive  of  days 
of  grace.  It  is  the  opinion  of  the  Board,  however,  that  although  the 
Act  fixes  a  maximum  maturity  of  six  months,  nevertheless,  in  any  case 
where  a  draft  is  drawn  against  the  shipment  of  goods,  in  a  transaction 
which  does  not  involve  the  sale  of  those  goods,  the  maturity  of  the  draft 
should  approximate  the  duration  of  their  transit.  In  such  a  case  the 
law  contemplates  that  the  acceptance  of  the  draft  should  be  for  the 
purpose  of  financing  the  shipment  and  that  it  should  not  be  the  means 
of  furnishing  a  credit  for  any  other  purpose. 

A  slightly  different  situation  arises,  however,  in  the  case  where  a 
draft  is  drawn  against  the  shipment  of  goods  in  a  transaction  involving 
the  sale  of  those  goods,  because  in  that  case  the  draft  may  properly 
be  drawn  and  accepted  for  the  purpose  of  financing  not  merely  the 
shipment  but  also  the  sale  of  the  goods.  The  maturity  of  the  draft 
need  not  necessarily  approximate  the  length  of  time  involved  in  the 
shipment  in  such  a  case,  though  it  must  be  limited  to  a  maximum  of 
six  months,  exclusive  of  days  of  grace. 

Eligibility  of  Trade  Acceptance  for  Gas  Sold 
(To  an  Individual)  April  23,  1918 

(78)  Your  letter  with  reference  to  the  eligibility  of  a  trade  acceptance 
given  by  a  gas  distributing  company  to  a  gas  producing  company  in 
payment  for  gas  sold,  has  been  considered  by  the  Federal  Reserve 
Board. 

The  question  presented  for  determination  is  whether  natural  gas 
actually  sold  and  delivered  by  a  distributing  company  is  "goods  sold" 
within  the  meaning  of  the  Federal  Reserve  Board's  regulations  defining 
a  trade  acceptance.  The  Board  is  of  the  opinion  that  an  acceptance 
drawn  by  a  gas  producing  company  on  a  gas  distributing  company, 
and  accepted  by  the  latter  in  payment  for  the  gas  sold  and  delivered, 
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is  a  trade  acceptance,  and  that  it  is  eligible  for  rediscount  by  a  Federal 
Reserve  Bank,  provided,  of  course,  it  also  conforms  to  the  other  re- 
quirements of  the  Board's  regulations. 

Trade  Acceptances  in  Connection  With  Sales  on  Installment 

Plan 

(To  an  Individual)  April  15,  1918 

(79)  Relative  to  the  use  of  trade  acceptances  in  connection  with  the 
sale  of  coffee  mills,  etc.,  on  an  installment  plan,  the  counsel  of  the  Board 
reports  as  follows : 

"If  the  purchaser  is  willing  to  accept  the  draft  in  advance  of  the 
delivery  of  the  goods,  there  would  seem  to  be  no  reason  why  such  an 
acceptance  should  not  be  treated  on  the  same  basis  as  a  bill  drawn  and 
accepted  after  delivery  of  such  goods/' 

A  memorandum  presented  to  the  Board  on  the  same  subject  con- 
tains the  following  paragraph,  which  is  herewith  transmitted  as  the 
expression  of  the  Board's  views  on  this  question : 

"After  the  machines  have  been  made  and  delivered  to  the  customer, 
and  after  the  seller  has  been  notified  by  the  customer  of  the  delivery, 
then  the  seller  fills  in  his  name  on  the  acceptances  as  drawer,  and  also 
fills  in  the  date  of  maturity,  .  .  .  the  total  installment  acceptances 
amounting  to  the  agreed  price.  None  of  these  acceptances  could  be 
negotiated,  nor,  in  fact,  is  an  acceptance  at  all  until  after  the  machine 
has  been  delivered  and  accepted  by  the  purchaser.  It  would  seem 
.  .  .  that  this  is  clearly  a  case  of  a  trade  acceptance  and  should  be 
entitled  to  preferential  rates  as  such." 

Sales  Corporations 
(Opinion  of  Counsel)  December  12,  1917 

(80)  A  draft  drawn  by  a  lumber  corporation  upon  a  sales  corporation 
which  it  and  a  number  of  other  lumber  concerns  have  organized  will, 
when  accepted,  become  a  trade  acceptance,  even  though  the  selling 
corporation  is  a  stockholder  of  the  sales  corporation,  provided  the 
latter  is  organized  in  good  faith  and  not  merely  to  act  as  an  agent  for 
the  purpose  of  evading  the  law. 

Drafts  Drawn  to  Finance  Sales  to  the  United  States 

Government 

(Opinion  of  Counsel)  November  30,  1917 

(81)  Drafts  drawn  in  connection  with  sales  to  the  United  States 
Government  of  lumber  or  other  material  cannot  be  treated  as  bills  of 
exchange  drawn  against  actually  existing  value  and  are  subject  to  the 
limitations  of  section  5200,  Revised  Statutes,  when  discounted  by 
national  banks.  Such  drafts  do  not  conform  to  the  requirements  of 
commodity  paper  as  defined  by  the  Federal  Reserve  Board  and  should 
not  be  discounted  at  the  rate  prescribed  for  such  paper. 

Acceptances 

(To  a  Member  Bank)  February  19,  1917 

(82)  You  ask  me  for  a  letter  that  would  guide  you  in  your  efforts  to 
finance  the  cotton  business  of  your  clients  by  acceptances,  and  you 
wish  me  to  illustrate,  step  by  step,  how  I  would  do  it  if  I  were  presi- 
dent of  your  bank,  with  a  capital  and  surplus  of  $300,000,  in  handling 
acceptances  for  a  cotton  firm  to  the  amount  of,  say,  $100,000. 
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If  the  financing  of  this  one  firm  to  the  extent  of  $100,000  were 
your  only  problem  there  would  be  no  difficulty  at  all.  Your  customer 
— let  me  call  him  Smith  for  the  sake  of  convenience — would  draw  upon 
you  at  90  days'  sight,  securing  you  by  the  pledge  of  cotton  properly 
stored  in  a  warehouse  independent  of  himself.  Smith  would  then 
proceed  to  sell  this  acceptance,  which  he  could  do  either  by  going  to 
a  local  bank  in  your  city  or  you  could  send  it  for  him  to  a  St.  Louis 
bank,  or  to  the  Federal  Reserve  Bank  in  St.  Louis,  which  would  buy 
your  acceptance,  provided  your  bank  commands  a  sufficient  credit,  at 
the  rate  for  private  discounts — at  present  about  3^2  per  cent.  Inas- 
much as  you  accept  for  one  borrower  in  excess  of  10  per  cent,  of  your 
capital  and  surplus  you  could  not  yourself  buy  the  paper  from  your 
customer,  because,  in  that  case,  you  would  be  making  him  a  loan  and 
the  10  per  cent,  limit  would  apply.  (See  Federal  Reserve  Bulletin, 
December,  1916,  p.  682)  (see  par.  168).  The  total  limit  up  to  which  your 
bank  can  accept  is  $150,000,  and  inasmuch  as  there  are,  I  suppose,  other 
customers  in  addition  to  Smith  for  whom  you  wish  to  undertake  to 
finance  cotton  holdings,  I  suggest  that  you  arrange  with  a  bank  having 
a  greater  capital  and  surplus,  either  in  St.  Louis  or  elsewhere,  to  par- 
ticipate with  you  in  any  large  acceptance  proposition  which  presents 
itself.  For  instance,  take  the  case  of  Smith.  You  might  properly 
accept  for  $30,000  and  let  the  bank  with  which  you  have  an  arrange- 
ment accept  for  the  balance  of  the  $100,000,  authorizing  you  to  act  as 
its  agent  in  holding  and  supervising  the  collateral  security  after  accept- 
ance and  compensating  you  for  that  service. 

Contract  Not  Fulfilled 

December  10,  1915 

(83)  A  member  bank  would  be  justified,  if  fully  secured,  in  accepting 
drafts  drawn  by  a  local  cotton-buying  firm  having  a  contract  to  sell 
to  foreign  buyers  if  the  transaction,  after  having  been  made  in  good 
faith,  ultimately  resulted  in  the  sale  of  the  cotton  to  an  American 
instead  of  a  foreign  purchaser.  It  was  assumed  in  connection  with 
this  interpretation  of  section  13  that  the  bank  had  received  permission 
from  the  Board  to  accept  drafts  or  bills  of  exchange  drawn  upon  it; 
that  the  cotton  buyers  had  a  contract  to  sell  cotton  to  a  firm  of  Liver- 
pool; that  they  held  the  cotton  subject  to  shipping  receipt  of  the 
Liverpool  firm  and  that  because  of  freight  rates  and  shipping  condi- 
tions the  Liverpool  firm  changed  its  policy  and  directed  the  sale  of 
the  cotton. 

Drafts  Growing  Out  of  Transactions  Involving  the  Importation 

or  Exportation  of  Goods 
(Opinion  of  Counsel)  September  16,  1918 

(84)  Drafts  drawn  under  an  agreement  whereby  the  drawer  agrees 
to  manufacture  and  import  into  the  United  States  in  time  to  meet  the 
maturity  of  such  drafts  certain  products  which  shall  have  been  sold  by 
the  shipper  and  are  to  be  ready  for  immediate  delivery  and  consigned 
to  a  firm  of  bankers  procuring  the  acceptance  of  such  drafts  for  the 
drawer  are  not  eligible  for  acceptance  by  member  banks ;  since  they  do 
not  grow  out  of  "transactions  involving  the  importation  or  exporta- 
tion of  goods"  within  the  meaning  of  section  13  of  the  Federal  Reserve 
Act. 
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Bankers'  Export  Acceptances  Defined 
(Opinion  of  Counsel)  April  1,  1918 

(85)  Where  a  dealer  who  is  engaged  in  the  purchase  of  the  same  char- 
acter and  class  of  goods  for  export  and  for  domestic  use  desires  to 
finance  the  purchase  and  sale  of  goods  to  be  exported,  his  agreement 
with  a  member  bank  accepting  such  drafts  should  show  that  he  has  a 
contract  for  the  export  of  the  goods;  that  the  total  amount  of  drafts 
drawn  under  such  credit  will  not  exceed  the  aggregate  amount  involved 
in  the  export  transaction;  that  the  proceeds  of  the  drafts  are  to  be 
used  in  connection  with  the  export  transaction ;  and  that  the  proceeds 
of  the  sale  of  the  goods  exported  will  be  applied  in  payment  of  the 
acceptances  unless  the  dealer  has  in  the  meantime  placed  the  bank  in 
funds  to  meet  them  at  maturity,  or  has  secured  such  acceptances  in  the 
manner  required  of  domestic  acceptances. 

Based  on  Importation  or  Exportation  of  Goods 

March  24,  1917 

(86)  Your  letter  submitting  an  inquiry  of  one  of  your  member  banks 
as  to  whether  or  not  it  could  accept  clean  drafts  drawn  by  an  exporter 
in  Chile  for  the  purpose  of  providing  funds  with  which  to  purchase 
beans,  peas,  etc.,  from  farmers  in  Chile,  has  been  received. 

Unless  the  Chilean  exporter  is  under  contract  to  ship  the  peas, 
beans,  etc.,  purchased  from  the  farmers  in  that  country,  to  some  other 
country,  and  the  member  bank  has  a  guarantee  to  this  effect,  the 
transaction  would  not  seem  to  be  one  which  involves  the  importation 
or  exportation  of  goods. 

The  mere  fact  that  the  Chilean  exporter  intends  to  sell  these  goods 
in  a  foreign  country  would  not  be  sufficient,  but  there  must  exist  some 
actual  contract  of  sale,  and  it  must  appear  that  the  drafts  in  question 
are  merely  drawn  in  advance  of  the  actual  shipment  of  goods  under 
contract  of  sale. 

Not  Eligible  for  Acceptance 

December  8,  1916. 

(87)  You  state  that  an  acceptance  house  which  has  purchased  an 
acceptance  based  on  the  importation  or  exportation  of  goods  desires 
to  reimburse  itself  by  drawing  a  bill  upon  a  national  bank,  pledging 
as  collateral  security  for  the  bill  the  acceptance  which  was  based  upon 
the  transaction  involving  the  importation  or  exportation  of  goods. 
You  ask  whether  a  national  bank  would  be  authorized  to  accept  a  bill 
of  this  character  under  the  provisions  of  Section  13  of  the  Federal 
Reserve  Act. 

That  section  authorizes  national  banks  to  accept  drafts  or  bills 
growing  out  of  transactions  involving  the  importation  or  exportation 
of  goods,  and,  though  the  Board  has  ruled  that  it  is  not  essential  that 
the  specific  goods  be  identified  or  even  in  existence  at  the  time  of  the 
acceptance  in  order  to  make  it  legal,  nevertheless  that  acceptance 
must  grow  out  of  a  specific  transaction  which  itself  involves  the  impor- 
tation or  exportation  of  goods. 

In  the  case  presented  in  your  letter  the  acceptance  house  has 
purchased  with  its  own  funds  an  acceptance  based  on  the  importation 
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or  exportation  of  goods.  That  acceptance  necessarily  must  have  grown 
out  of  a  transaction  involving  the  importation  or  exportation  of  goods, 
but  it  is  the  opinion  of  the  Board  that  there  is  no  direct  or  logical 
relation  between  that  transaction  and  the  subsequent  one  in  which 
the  purchaser  of  that  acceptance  arranges  before  its  maturity  to 
reimburse  himself  by  drawing  a  new  bill  secured  by  the  first  accept- 
ance. The  new  bill  cannot  properly  be  said  to  grow  out  of  the  original 
export  transaction  in  the  sense  contemplated  by  the  Act.  If  that 
was  so,  it  would  be  possible  to  have  two  or  even  more  acceptances 
drawn  for  the  same  amount  and  existing  at  the  same  time,  purporting 
to  finance  the  same  export  transaction.  It  is  obvious  that  the  law 
did  not  contemplate  pyramiding  acceptance  credits  in  that  manner. 

The  Board  believes,  therefore,  that  no  national  bank  can  legally 
accept  a  draft  drawn  under  the  circumstances  set  forth  in  your  letter, 
first,  because  it  is  not  an  acceptance  growing  out  of  a  transaction 
involving  the  importation  or  exportation  of  goods ;  and  second,  because 
it  is  not  an  acceptance  of  the  character  authorized  by  the  amendment 
of  September  7,  1916.  It  is  not  drawn  by  a  bank  or  banker  located 
in  a  foreign  country,  nor  does  it  grow  out  of  a  transaction  involving 
the  domestic  shipment  or  storage  of  goods. 

Acceptances  in  Domestic  or  Foreign  Transactions 
(To  a  Federal  Reserve  Bank)  April  10,  1918. 

(88)  It  appears  that  the    certifies  that  a  draft  drawn  by  it 

against  the  was  drawn  for  the  purpose  of  financing  the  sale 

to  the  Allied  Purchasing  Commissions  of  packing-house  products  con- 
tracted for  export  to  Europe.  You  ask  whether  this  can  be  treated  as 
a  banker's  acceptance  against  goods  for  export.    It  is  assumed  that 

the  firm  of  has  no  contract  to  export,  and  that  its  transaction 

is  completed  when  its  sale  is  made  to  the  Allied  Purchasing  Com- 
mission. 

This  case  appears  to  be  covered  by  the  following  opinion  of  coun- 
sel: "A  transaction  in  order  to  be  the  basis  of  a  draft  or  bill  eligible 
for  acceptance  by  a  member  bank  must  itself  involve  the  importation 
or  exportation  of  goods.  A  transaction,  wholly  independent  of  the 
transaction  covering  the  importation  or  exportation  of  goods,  is  not 
sufficient  basis  for  an  acceptance  under  the  terms  of  section  13." 

In  each  of  the  cases  submitted  by  you  it  appears  that  the  contract 
between  the  seller  of  the  goods  who  draws  the  draft  and  the  purchaser 
is  entirely  independent  of  the  contract  for  the  export  of  the  goods. 
This  being  true,  the  draft  would  have  to  be  treated  as  drawn  in  a 
domestic  transaction,  and  the  drafts  should  be  accompanied  by  ship- 
ping documents  or  secured  by  warehouse  receipts  or  other  similar 
documents  conveying  and  securing  title  when  accepted  by  the  drawee 
bank. 

A  different  situation  would,  of  course,  be  presented  if  the  drawee 
bank  accepted  the  drafts  at  the  instance  of  the  purchaser  of  the  goods, 
the  purchaser  having  a  contract  to  export  such  goods.  In  such  case, 
the  drafts  would  grow  out  of  a  transaction  involving  the  export  of 
the  goods  and  could  be  accepted  by  the  drawee  bank  under  authority 
of  section  13  of  the  Federal  Reserve  Act. 

Si 


Drafts  Drawn  for  the  Purpose  of  Financing  Sale  of  Goods  to 

Allied  Purchasing  Commissions 

(To  an  Individual)  October  19,  1917. 

(89)  I  wish  to  acknowledge  receipt  of  your  letter  relating  to  the 
right  of  a  member  bank  to  accept  drafts  drawn  for  the  purpose  of 
financing  the  sale  of  goods  to  one  of  the  allied  purchasing  commissions, 
such  goods  to  be  delivered  aboard  ship  and  paid  for  within  a  reason- 
able time  thereafter. 

Section  13  of  the  Federal  Reserve  Act  authorizes  any  member 
bank  to  accept  drafts  or  bills  of  exchange  "growing  out  of  transac- 
tions involving  the  importation  or  exportation  of  goods."  The  Board 
believes  that  the  sale  of  goods  to  be  exported  by  the  purchaser  in 
the  manner  indicated  in  your  letter  comes  within  the  terms  of  that 
section,  even  though  the  title  to  the  goods  be  transferred  to  the 
foreign  purchaser  before  the  shipment  out  of  the  United  States  actu- 
ally begins.  The  transaction  against  which  the  draft  is  drawn  involves 
the  direct  sale  to  a  foreign  purchaser,  and  the  fact  that  the  sale 
itself  may  be  consummated  before  the  exportation  of  the  goods  actu- 
ally commences  is  immaterial,  provided,  of  course,  that  the  transaction 
is  bona  fide  and  that  the  accepting  bank  has  no  reason  to  believe 
that  the  purchaser  will  divert  the  goods  from  their  foreign  desti- 
nation. 

It  may  be  mentioned  in  this  connection  that  even  if  this  trans- 
action did  not  involve  the  exportation  of  goods  a  member  bank  might 
accept  a  draft  drawn  for  the  purpose  of  financing  it  if  it  involved 
a  domestic  shipment  of  goods  and  if  the  shipping  documents  are 
attached  at  the  time  of  acceptance.  An  acceptance  of  that  character 
would  seem  to  be  permissible  in  any  case  where  the  goods  are  shipped 
from  the  interior  of  the  seaboard  preparatory  to  exportation. 

Drawn  to  Finance  the  Future  Importation  of  Goods 

June  14,  1917. 

(90)  The  Board  is  of  the  opinion  that  a  national  bank  may  properly 
accept  a  draft  drawn  for  the  purpose  of  importing  goods,  whether 
or  not  the  sale  of  the  goods  under  consideration  has  actually  been 
consummated  at  the  time  of  the  acceptance  of  the  draft.  If  the 
accepting  bank  is  assured  that  the  proceeds  of  the  draft  will  ulti- 
mately be  used  solely  for  the  purpose  of  financing  a  transaction  involv- 
ing the  importation  of  goods,  it  is  immaterial  whether  or  not  the 
goods  have  actually  been  sold  at  the  time  of  acceptance.  In  fact,  it 
is  not  even  necessary  that  the  goods  to  be  sold  be  identified  at  the 
time  of  acceptance.  The  accepting  bank,  however,  must  be  reason- 
ably sure  that  the  draft  is  drawn  for  the  purpose  of  financing  a  trans- 
action involving  the  importation  or  exportation  of  goods,  and  that 
its  proceeds  will  be  used  for  that  purpose. 
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Advances  on  Cotton  for  Export 

August  5,  1916. 

(91)  Section  13  of  the  Federal  Reserve  Act  construed  to  justify 
a  national  bank  in  accepting  a  draft  drawn  upon  it  in  settlement 
of  advances  for  cotton  being  accumulated  by  cotton  buyers  for  export. 
The  fact  that  there  is  a  temporary  delay  in  actual  shipment  of  goods 
is  immaterial. 

Identification  of  Specific  Goods 

November  9,  1915. 

(92)  It  is  not  necessary  that  the  specific  goods  covered  by  an  accept- 
ance based  upon  an  import  or  export  transaction  be  identified  at  the 
time  of  the  acceptance.  In  fact,  the  goods  may  be  purchased  and 
shipped  subsequent  to  the  time  of  the  first  acceptance;  provided, 
however,  there  is  a  definite,  ^ona  fide  contract  for  the  shipment  of 
the  goods  involved  within  a  specified  and  reasonable  time. 

Good  faith  must  be  relied  upon  to  a  large  extent  in  determining 
whether  an  acceptance  is  based  upon  a  transaction  involving  the 
importation  or  exportation  of  goods. 

Statement  Form 

December  16,  1915. 

(93)  Announcement  that  the  Federal  Reserve  Board  will  require  state- 
ments satisfactory  to  it  in  connection  with  acceptances  held  to  mean 
that  the  statement  shall  be  satisfactory  in  form. 

Banks  May  Ask  Assurances 

November  9,  1915. 

(94)  Member  banks  may  best  protect  themselves  in  determining 
whether  acceptances  are  based  upon  the  exportation  or  importation 
of  goods  by  stipulating  the  right  at  times  to  ask  for  substantiation  of 
assurances  from  a  customer. 

Evidence  from  State  Member  Banks 

November  9,  1915. 

(95)  Federal  Reserve  Bank  reserves  the  right  to  ask  State  member 
banks  for  evidence  underlying  the  certification  given  it  as  to  an 
acceptance. 

Acceptance  by  Member  Banks  of  Drafts  Drawn  in  Transactions 
Involving  Export  of  Goods 

(Opinion  of  Counsel)  April  11,  1918. 

(96)  A  dealer  having  drawn  drafts  accepted  by  a  member  bank  in 
an  export  transaction  should  be  given  the  option,  with  the  consent 
of  the  accepting  bank,  to  secure  such  drafts  in  the  manner  required 
of  those  drawn  in  domestic  transactions  if  he  wishes  to  use  the  pro- 
ceeds derived  from  the  sale  of  the  goods  exported  for  purposes  other 
than  the  payment  of  such  acceptances. 
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Bankers'  Acceptances  Against  Open  Accounts  of  Foreign 

Purchases 

(Opinion  of  Counsel)  January  29,  1919. 

(96A)  "We  should  like  to  have  your  opinion  and  advice  as  to  a 
certain  method  of  financing  export  business,  which  has  been  pro- 
posed to  us  by  one  of  our  good  customers,  who  are  of  unquestioned 
standing. 

"The  company  in  question  finds  that  competition,  particularly 
with  European  sellers,  is  compelling  them  to  refrain  from  drawing 
drafts,  either  sight  or  time,  against  shipments  to  certain  big  buyers 
abroad.  These  buyers  insist  on  having  goods  sent  to  them  on  open 
account,  and  as  the  terms  are  frequently  as  long  as  90  days,  or  even 
4  months,  it  means  that  for  a  South  American  shipment  a  delay  of 
6  or  7  months  can  easily  elapse  from  time  of  shipment  from  New  York 
to  receipt  of  proceeds  in  New  York,  even  when  the  bill  is  paid  with- 
out extension  of  original  terms.  To  help  him  finance  such  a  class 
of  business,  he  proposes  that  at  regular  intervals  (to  illustrate,  once 
a  week)  he  will  exhibit  duplicate  invoices  and  duplicate  documents, 
showing  shipments  actually  made  during  the  past  week,  and  ask  us 
to  accept  his  time  draft  on  us,  for  90  days,  with  privilege  of  one  or 
two  renewals,  if  necessary,  to  aid  him  in  carrying  the  load  on  these 
exports  until  returns  are  received." 

The  question  to  be  determined  is  whether  drafts  drawn  under 
the  foregoing  circumstances  may  be  treated  as  growing  out  of  a 
transaction  involving  the  importation  or  exportation  of  goods? 

Although  it  is  clear  that  there  has  been  an  exportation  of  goods, 
it  does  not  appear  that  the  drafts  in  question  can  be  said  to  have 
grown  out  of  the  transaction  which  involved  the  exportation,  within 
the  meaning  of  the  act. 

As  previously  pointed  out  the  language  used  in  the  act  is  broad 
enough  to  vest  in  the  Board  a  wide  discretion  to  determine  how 
remotely  or  how  directly  the  drafts  drawn  must  be  connected  with 
the  transaction  involving  the  exportation.  Considering  the  general 
purposes  of  the  act,  however,  it  is  clearly  contemplated  that  these 
credits  were  to  be  opened  for  the  purpose  of  facilitating  interna- 
tional commerce;  that  is  to  say,  to  enable  the  parties  to  the  trans- 
action actually  to  export  and  sell  the  goods.  It  was  hardly  the 
intention  of  Congress  to  authorize  member  banks  to  exercise  this 
power  for  the  purpose  of  enabling  domestic  concerns  to  extend 
credits  on  open  account  to  foreign  purchasers.  In  the  opinion  of 
this  office  the  approval  of  this  credit  would  require  a  forced  con- 
struction of  the  provisions  of  section  13  of  the  Federal  Reserve  Act. 

Crossties  and  Lumber  Good  Security 

August  12,  1915. 

(97)  Bills  drawn  for  the  purpose  of  providing  funds  to  export  cross- 
ties  and  lumber  to  Cuba  are  eligible  for  rediscount  if  properly  in- 
dorsed, and  otherwise  conforming  to  the  regulations  of  the  Federal 
Reserve  Board.  Such  paper,  it  is  presumed,  would  take  the  90-day 
rate. 
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Acceptances  and  Security  Therefor 

December  15,  1916. 

(98)  There  cannot  be  any  objection  to  permitting  the  mills  to  sub- 
stitute other  warehouse  receipts  for  cotton  receipts  during  the  life 
of  the  acceptance. 

The  second  question,  whether  receipts  must  be  registered  ware- 
house receipts  or  receipts  of  warehouses  belonging  to  the  mills  receiv- 
ing the  credit,  I  have  to  refer  you  to  our  letter  of  Special  Instructions 
No.  2,  1916,  in  which  you  will  find  that  we  say  under  "f":  "In 
purchasing  or  discounting  bankers*  acceptances  or  other  bills  which 
are  secured  by  warehouse  receipts,  etc.,  the  Feleral  Reserve  Banks 
should  make  sure  that  the  receipt  is  issued  by  a  warehouse  which  is 
independent  of  the  borrower." 

As  to  your  third  question,  relating  to  the  acceptance  of  a  private 
banking  house  made  for  a  bag  company,  stating  in  the  body  of  the 
draft  that  it  is  for  burlap  from  Calcutta  stored  on  the  docks,  I  should 
say  that  if  the  credit  were  granted  before  the  importation  took  place 
there  would  be  no  objection  to  continuing  or  renewing  the  acceptance 
while  the  goods  are  on  the  docks.  If  it  is  a  new  transaction  entered 
into  after  the  importation,  as  such,  had  been  completed,  it  would  be  a 
domestic  transaction,  and  in  that  case  it  would  be  a  question  whether 
burlap  is  to  be  considered  "readily  marketable  goods" — in  which  case 
the  acceptor  must  be  secured  by  warehouse  receipts  or  other  docu- 
ments. 

You  ask  how  far  you  should  satisfy  yourselves  as  to  the  fact  of 
whether  or  not  the  acceptor  has  been  secured  by  such  documents. 
As  to  that,  you  must  use  your  own  judgment.  As  written  you  fre- 
quently, we  do  not  want  to  be  too  technical,  but  we  must  be  certain 
that  the  law  is  not  being  evaded,  and  you  ought  to  be  careful  to  impress 
upon  the  acceptor  that  the  rules  must  be  observed  and  that  from  time 
to  time  you  may  have  to  inquire  as  to  whether  this  is  being  done. 
Generally  speaking,  if  you  are  dealing  with  a  private  firm  that  you 
are  trusting,  and  that  from  time  to  time  must  come  to  you  and  report 
to  you  about  its  financial  condition,  you  should  be  in  a  position  to 
find  out  for  yourself  what  the  methods  of  the  firm  are  in  the  accept- 
ance business  and  how  far  it  would  be  necessary  for  you  to  make 
further  inquiries  and  investigations  to  be  certain  of  your  ground. 

Warehouse  Receipts 
(To  a  Federal  Reserve  Bank)  November  30,  1917. 

(99)  "With  a  view  to  obtaining  bank  acceptances,  some  of  our  mills 
are  taking  out  registration  for  their  storehouses  in  their  own  name, 
and  some  others  are  organizing  their  clerks  and  bookkeepers  as 
separate  corporations  to  register.  This  last  is  a  mere  subterfuge, 
and  yet  the  claim  is  made  that  warehouse  receipts  of  the  latter  are 
more  favorably  considered  than  the  first." 

You  ask  to  be  advised  as  to  the  attitude  of  the  Board  in  this 
matter.  While  the  Board  desires  to  encourage  in  every  way  the 
creation  of  a  proper  discount  market  for  acceptances  and  the  use  of 
this  form  of  negotiable  instrument,  it  desires  the  banks  to  carefully 
observe  the  spirit  as  well  as  the  letter  of  the  law  in  developing  this 
market.    The  Board  has  heretofore  ruled  that  warehouse  receipts 
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offered  as  security  for  bills  accepted  by  member  banks  under  authority 
of  section  13  of  the  Federal  Reserve  Act  must  be  issued  by  warehouses 
which  are  independent  of  the  borrower.  It  recognizes  the  separate 
entity  of  a  corporation  issuing  the  receipt  when  such  corporation  is 
not  itself  the  borrower.  Where  a  corporation  is  formed,  however, 
as  a  subterfuge  for  the  purpose  of  evading  the  spirit  of  the  Board's 
ruling,  this  fact  should  be  taken  into  consideration  by  the  member 
bank  accepting  a  bill  and  by  the  Federal  Reserve  Bank  to  which  it 
is  offered  for  discount. 

If  the  borrower  exercises  such  control  over  the  corporation  issu- 
ing the  warehouse  receipt  as  to  give  him  control  over  the  goods  in 
storage,  the  purpose  of  requiring  a  receipt  of  the  independent  ware- 
houseman would  be  defeated.  The  corporation  issuing  such  receipt 
must  be  organized  in  good  faith  as  an  independent  corporation,  and 
its  affairs  must  be  administered  by  duly  authorized  officers  and  agents 
independent  of  the  borrower  in  order  to  comply  with  the  rulings  of 
the  Board  referred  to. 

Warehouse  Receipts  as  Security 
(To  a  Federal  Reserve  Agent)  July  29,  1918 

(100)  "There  is  no  provision  of  the  Federal  Reserve  Act  requiring 
notes  to  be  secured  by  warehouse  receipts  in  order  to  be  eligible 
for  rediscount.  The  writer  evidently  has  in  mind  the  question  whether 
such  warehouse  receipts  would  form  a  sufficient  security  for  drafts 
drawn  against  a  member  bank  in  a  domestic  transaction  and  accepted 
by  the  bank. 

"The  requirements  of  the  Board  appear  to  have  been  met  in  that 
a  separate  corporation  has  been  created  and  the  receipts  are  to  be 
issued  by  that  corporation  and  not  by  the  borrower.  I  would  sug- 
gest, however,  that  as  both  corporations  have  practically  the  same 
officers,  the  manager  of  the  warehousing  company  who  executes  the 
receipts  should  not  be  an  employee  of  the  borrowing  company,  as 
the  Board  requires  that  the  receipts  should  be  issued  by  a  company 
independent  of  the  borrower,  and  this  requirement  should  be  met  in 
substance  as  well  as  in  form.*' 

(To  an  Individual)  August  13,  1918 

(101)  You  refer  to  the  informal  ruling  of  June  10,  1918  (see  par. 
102),  which  requires  that  the  lessee  of  warehouse  premises  be  inde- 
pendent of  the  borrower,  and  that  he  have  entire  control  and  custody 
of  the  goods;  that  the  borrower  must  not  have  access  to  the  premises 
except  with  the  permission  of  the  lessee,  and  that  he  shall  exercise 
no  control  of  any  sort  over  the  goods  against  which  warehouse  receipts 
are  issued. 

You  state  that  one  of  your  borrowers,  a  corporation,  proposes  to 
set  aside  part  of  its  readily  marketable  goods  and  materials  not 
necessary  for  immediate  purposes,  in  a  warehouse  controlled  by  a 
separate  corporation  engaged  solely  in  the  warehouse  business,  the 
entire  stock  of  which  is  owned  by  the  prospective  borrower,  and  that 
it  is  your  desire  to  use  warehouse  receipts  issued  to  the  borrower  as 
security  for  drafts  drawn  against  you  and  accepted  by  you  in  accord- 
ance with  section  13  of  the  Federal  Reserve  Act.    You  ask  if  the 
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conditions  of  the  Board's  ruling  will  be  regarded  as  having  been 
complied  with  if  you  should  place  a  custodian  or  representative  of 

the    Company  on  the  premises  of  the  warehouse  "who  shall 

have  access  to  the  goods,  thereby  eliminating  the  borrower  from 
exercising  any  control  whatever,  through  stock  ownership,  over  the 
goods  against  which  warehouse  receipts  are  issued." 

In  the  opinion  of  the  Board,  the  mere  fact  that  a  representative 
of  the  accepting  bank  shall  have  "access"  to  the  goods  would  not 
necessarily  make  the  warehouse  receipts  eligible.  If,  however,  a  rep- 
resentative of  the   Company,  the  acceptor,  is  given  control  of 

the  warehouse  in  which  the  goods  are  stored,  under  a  proper  resolu- 
tion of  the  directors  of  the  warehouse  corporation,  the  fact  that  the 
stock  of  the  corporation  is  owned  by  the  borrower  should  not  pre- 
vent the  Company  from  accepting  the  draft  under  the  circum- 
stances recited. 

The  agreement  between  the  directors  of  the  warehouse  corpora- 
tion and  the  representative  of  the    Company,  however,  should 

provide  that  if  by  any  future  action  of  the  stockholders  or  directors 
of  the  warehouse  corporation  an  attempt  is  made  to  exercise  control 
over  the  warehouse,  the  representative  of  the  acceptor  should  have 
the  right  to  remove  the  goods  and  to  place  them  in  storage  elsewhere 
at  the  expense  of  the  warehouse  corporation. 

Warehouse  Receipts  for  Canned  Goods  as  Security 
(To  a  Member  Bank)  June  10,  1918. 

(102)  Your  letter  in  reference  to  the  right  of  a  member  bank  to  accept 
drafts  or  bills  of  exchange  drawn  against  the  security  of  canned 
goods  under  circumstances  set  forth  in  your  letter,  has  had  the  atten- 
tion of  the  Federal  Reserve  Board. 

It  appears  that  a  certain  concern  engaged  in  the  canned  goods 
business  proposes  to  set  aside  part  of  its  readily  marketable  goods 
and  materials  not  necessary  for  immediate  purposes  and  to  place 
them  in  storage  with  a  lessee  of  part  of  its  premises.  The  lessee  is 
then  to  issue  warehouse  receipts  to  the  owners  of  the  goods,  which 
receipts  are  to  be  used  as  security  for  drafts  drawn  against  the  member 
bank  and  accepted  by  that  bank  under  authority  of  section  13  of  the 
Federal  Reserve  Act. 

You  desire  to  be  informed  whether  such  a  plan  would,  in  the 
opinion  of  the  Federal  Reserve  Board,  meet  with  the  requirements  of 
the  statute. 

In  reply,  you  are  advised  that  if  the  premises  in  question  are 
actually  turned  over  to  the  lessee  under  a  bona  fide  lease,  the  lessee 
being  independent  of  the  borrower  and  having  entire  custody  and  con- 
trol of  the  goods,  there  would  seem  to  be  no  objection  to  a  member 
bank  accepting  drafts  drawn  against  the  security  of  warehouse  receipts 
issued  by  such  lessee.  It  should,  however,  be  expressly  understood 
and  agreed  that  the  borrower  shall  not  have  access  to  the  premises 
except  with  the  permission  of  the  lessee,  and  that  he  shall  exercise 
no  control  of  any  sort  over  the  goods  against  which  warehouse  receipts 
are  issued.  The  warehouse  receipt  must,  of  course,  be  in  form  to  prop- 
erly convey  and  secure  title  to  the  bank. 
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Receipt  of  Custodian  op  Wool  as  Warehouse  Receipt 
(To  a  Federal  Reserve  Bank)  June  3,  1918. 

(103)  It  being  understood  that  wool  is  stored  in  buildings  under  con- 
trol of  custodian  entirely  independent  of  borrower,  custodian's  certifi- 
cate or  receipt,  if  issued  in  proper  form  to  convey  or  secure  title, 
may  be  treated  as  a  warehouse  receipt  within  the  meaning  of  section 
13  of  the  Federal  Reserve  Act,  and  acceptance  of  member  bank  under 
such  conditions  would  be  eligible  for  rediscount. 

Acceptance  of  Drafts  Against  Sugar  in  Bond 
(To  a  Federal  Reserve  Bank)  May  7,  1918. 

(104)  It  is  the  understanding  of  this  office  that  sugar  referred  to  is 
placed  in  bond  under  transit  entry  and  warehouse  receipt  issued  by 
collector  in  negotiable  form,  but  sugar  cannot  be  withdrawn  for  domes- 
tic sale  or  consumption  without  special  permission  of  Treasury  Depart- 
ment. Board  is  of  opinion  that  member  banks  may  legally  accept 
drafts  drawn  against  security  of  such  warehouse  receipt  properly 
assigned. 

Acceptance  of  Drafts  of  Food  Administration  Grain  Corporation 
(Opinion  of  Counsel)  September  16,  1918. 

(105)  The  Federal  Reserve  Board  has  authority  to  permit  member 
banks  to  accept  drafts  of  the  Food  Administration  Grain  Corpora- 
tion secured  by  some  form  of  receipt  or  notation  on  the  draft  itself, 
signed  by  a  trustee  holding  warehouse  receipts  covering  grain  stored 
in  warehouses,  identifying  it  as  a  draft  secured  by  the  grain  stored. 

Custody  of  Shipping  Documents  or  Warehouse  Receipts 
(From  and  to  an  Individual)  September  7,  1918. 

(106)  Section  13  of  the  Federal  Reserve  Act  provides  in  part  that 
"any  member  bank  may  accept  drafts  .  .  .  drawn  upon  it  .  .  . 
which  grow  out  of  transactions  involving  the  domestic  shipment  of 
goods,  provided  shipping  documents  conveying  or  securing  title  are 
attached  at  the  time  of  acceptance." 

A  depositor  of  this  bank  purchases  from  time  to  time  cotton  seed 
at  various  points  in  the  South  and  at  the  time  of  purchase  orders 
shipment  to  his  mills  in  that  section.  He  desires  to  finance  these 
shipments  by  acceptances  to  be  drawn  on  us  under  the  above  section 
of  the  Federal  Reserve  Act.  On  account  of  the  location  of  the  mills 
it  is  not  feasible  to  send  the  bills  of  lading  to  New  York  City  and 
have  them  returned  in  time  to  obtain  timely  delivery  of  the  goods. 

Our  client  suggests  that  he  will  hand  the  bills  of  lading,  on  the 
day  the  draft  is  presented  to  us  for  acceptance,  to  our  correspondent 
in  the  South,  who  would  certify  to  us  by  letter  or  telegram  that  they 
are  holding  such  bills  of  lading  for  our  account. 

This  seems  to  comply  with  the  spirit  of  the  law,  but  we  would 
like  the  ruling  of  the  Federal  Reserve  Board  before  undertaking  this 
business. 

September  19,  1917. 

(107)  The  Board  agrees  in  the  opinion  that  "it  is  entirely  consistent 
with  the  purposes  of  the  act,  and  a  sufficient  compliance  with  its  terms, 
if  shipping  documents  are  in  the  possession  of  the  bank  and  the  bank 
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has  a  lien  on  the  property  represented  by  such  documents  at  the  time 
that  such  bill  is  accepted.  If  placed  in  the  possession  of  the  bank's 
agent,  and  under  the  control  of  the  bank,  such  documents  could  clearly 
be  considered  as  in  the  possession  of  the  bank.  .  .  .  There  would 
seem  to  be  no  greater  reason  for  requiring  shipping  documents  or 
warehouse  receipts  to  be  physically  attached  or  fastened  to  the  bill  than 
there  is  for  requiring  other  documents  securing  such  bill  to  be  attached 
or  fastened."  Care  should,  however,  be  taken  that  the  documents 
be  held  for  account  of  the  accepting  bank  by  a  third  party  who  is  in 
no  way  interested  in  the  acceptance  transaction.  A  trust  receipt  of 
the  party  for  whom  the  acceptance  is  made  would  not  be  looked  upon 
with  favor  by  the  Board. 

Trust  Receipts  as  Actual  Security  for  Acceptance  Transactions 
(Opinion  of  Counsel)  October  12,  1917. 

(108)  If  an  acceptance  is  secured  by  shipping  documents  which  are 
surrendered  by  the  acceptor  for  a  trust  receipt  which  permits  the 
purchaser  of  the  goods  to  retain  control  of  the  goods,  the  accepting 
bank  cannot  be  said  to  be  secured  "by  some  other  actual  security," 
as  provided  in  section  13  of  the  Federal  Reserve  Act.  A  trust  receipt, 
however,  which  does  not  permit  the  purchaser  to  procure  control  of 
the  goods  may  properly  be  said  to  be  actual  security  within  the  meaning 
of  the  act. 

Acceptance  of  Drafts  With  Documents  Attached 
(Opinion  of  Counsel)  September  14,  1917. 

(109)  A  provision  of  section  13  which  authorizes  any  member  bank 
to  accept  drafts  based  upon  the  domestic  shipment  of  goods,  provided 
shipping  documents  are  "attached,"  should  not  be  construed  so  as 
to  require  that  the  documents  be  physically  fastened  to  the  draft. 
It  is  sufficient  if  the  accepting  bank  has  possession  of  the  documents 
at  the  time  of  acceptance. 

Acceptance  of  Drafts  With  Documents  Attached 
(Opinion  of  Counsel)  January  13,  1918. 

(110)  Under  the  provision  of  section  13,  which  authorizes  any  member 
bank  to  accept  drafts  based  upon  domestic  shipment  of  goods,  provided 
shipping  documents  conveying  or  securing  title  are  attached,  such 
documents  must  be  made  out  or  indorsed  so  as  to  convey  or  secure 
title  to  the  accepting  bank. 

Acceptances  Without  Documents  Attached 
(Opinion  of  Counsel)  March  22,  1918. 

(111)  The  acceptance  of  a  draft  by  a  member  bank  against  an  accept- 
ance agreement  which  purports  to  assign  to  the  bank  certain  collateral 
security,  but  which  does  not  specifically  mention  any  security  as 
assigned,  is  an  ordinary  accommodation  acceptance,  and  is  not  author- 
ized by  law. 

Release  of  Shipping  Documents  Upon  Acceptance  of  Draft 
(To  an  Individual)  May  31,  1918. 

(112)  You  ask  whether  it  is  necessary  where  a  domestic  acceptance  is 
based  upon  a  bill  of  lading  that  the  bank  retain  the  bill  of  lading  or 
other  collateral  during  the  life  of  the  acceptance,  or  may  the  bank 
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release  the  bill  of  lading  after  acceptance;  also  whether  the  same 
rule  will  apply  in  case  the  acceptance  is  secured  by  a  warehouse 
receipt. 

You  are  advised  that  inasmuch  as  the  statute  merely  requires  the 
accepting  bank  to  be  secured  in  domestic  transactions  by  shipping 
documents  or  warehouse  receipts  at  the  time  of  acceptance,  the  bank 
would  no  doubt  have  the  right,  if  it  became  necessary  to  do  so,  to 
release  either  the  shipping  document  or  the  warehouse  receipt,  pro- 
vided the  draft  or  drafts  accepted  for  one  person  did  not  exceed  10 
per  cent  of  the  capital  and  surplus  of  the  accepting  bank.  This  is  a 
question,  however,  which  should  be  determined  by  the  bank  itself. 

It  is  no  doubt  necessary  in  some  instances  for  the  bank  to  release 
the  shipping  documents  under  some  agreement  with  its  customer  in 
order  that  the  transaction  may  be  consummated.  There  would  seem 
to  be  much  less  reason  for  releasing  the  warehouse  receipts,  and  the 
banks  might  very  properly  adopt  the  rule  not  to  release  warehouse 
receipts  other  than  in  exceptional  cases.  In  any  event,  this  is  purely 
a  matter  of  agreement  as  between  the  bank  and  its  customers.  The 
Federal  Reserve  Bank,  in  rediscounting  such  acceptances,  may  reason- 
ably take  into  consideration  the  question  whether  or  not  they  are 
secured  or  unsecured  at  the  time  they  are  offered  for  rediscount. 

Acceptance  of  Drafts  and  Bills 
(113)  Inquiries  and  applications  with  respect  to  the  power  to  accept 
drafts  and  bills  of  exchange,  presented  to  Federal  Reserve  Board, 
have  raised  the  question  whether  the  institutions  which  had  been 
authorized  to  accept  up  to  100  per  cent  prior  to  the  passage  of  the 
act  of  September  7,  1916,  from  which  provision  for  this  acceptance 
power  was  inadvertently  omitted,  would  be  required  to  make  appli- 
cation over  again  under  the  amendments  to  the  Federal  Reserve  Act 
adopted  June  21,  1917. 

It  would  appear  that  there  is  no  doubt  of  the  authority  of  the 
banks  which  in  the  past  have  been  granted  acceptance  powers  to  con- 
tinue to  exercise  such  powers  without  reapplication  involving  action 
of  the  Board  therein.  In  order  to  make  the  situation  certain,  how- 
ever, the  Board  at  a  meeting  held  August  9,  1917,  adopted  the  fol- 
lowing general  resolution : 

Be  it  Resolved,  That  any  member  bank  which  has  heretofore 
applied  for  and  received  permission  of  the  Federal  Reserve  Board  to 
accept  drafts  and  bills  of  exchange  in  an  amount  not  to  exceed  100 
per  cent  of  its  capital  and  surplus,  be,  and  it  is  hereby,  authorized 
and  empowered  under  the  authority  of  the  act  of  June  21,  1917,  to 
accept  up  to  100  per  cent  drafts  or  bills  or  exchange  drawn  upon  it 
having  not  more  than  six  months'  sight  to  run,  exclusive  of  days  of 
grace,  which  grow  out  of  transactions  involving  the  importation  or 
exportation  of  goods  or  which  grow  out  of  transactions  involving  the 
domestic  shipment  of  goods,  provided  shipping  documents  conveying  or 
securing  title  are  attached  at  the  time  of  acceptance;  or  which  are 
secured  at  the  time  of  acceptance  by  a  warehouse  receipt  or  other  such 
document  conveying  or  securing  title  covering  readily  marketable 
staples. 

The  authority  herein  granted  shall  be  effective  from  this  date, 


40 


subject,  however,  to  revocation  by  the  Board  at  any  time,  upon  90 
days'  notice,  as  to  any  or  all  of  the  banks  which  are  subject  to  the 
provisions  of  this  resolution. 

Resolved  Further,  That  a  copy  of  this  resolution  be  sent  to  each 
bank  which  has  heretofore  been  granted  permission  by  the  Board 
to  accept  such  drafts  and  bills  of  exchange  to  an  amount  not  to  exceed 
100  per  cent  of  its  capital  and  surplus. 

Acceptance  of  Drafts  by  State  Bank  Members 
(To  a  State  Bank)  October  5,  1918. 

(114)  Receipt  is  acknowledged  of  your  letter  of  the  28th  in  reference 
to  the  condition  attached  to  your  membership  in  the  Federal  Reserve 
System  to  the  effect  "that  in  no  event  shall  the  aggregate  amount  of 
domestic  acceptance  outstanding  at  one  time  exceed  50  per  cent  of  the 
capital  and  surplus  of  the  bank." 

This  condition  relates  to  drafts  or  bills  drawn  against  your  bank 
in  domestic  transactions  and  accepted  by  your  bank.  It  does  not 
relate  to  drafts  drawn  by  an  individual  against  some  other  drawee 
which  are  accepted  by  the  drawee  and  discounted  by  you. 

The  Federal  Reserve  Board  is  without  authority  to  permit  a 
member  bank  to  accept  drafts  drawn  against  it  in  domestic  transac- 
tions in  excess  of  50  per  cent  of  the  capital  and  surplus  of  the  accept- 
ing bank.  It  may  authorize  a  member  bank  to  accept  drafts  up  to 
100  per  cent,  which  amount  may  include  both  those  which  grow  out 
of  transactions  involving  the  exportation  or  importation  of  goods 
and  those  which  grow  out  of  domestic  transactions;  but  the  statute 
limits  specifically  the  amount  that  may  be  accepted  in  domestic  transac- 
tions to  50  per  cent  of  the  capital  and  surplus  of  the  accepting  bank. 

Power  of  Member  Banks  to  Accept  Drafts  Drawn  in  Domestic 

Transactions 

(Federal  Reserve  Board  Ruling)  February  20,  1919 

(114A)  Subject  to  the  limitations  prescribed  by  the  Act,  member 
banks  are  authorized — 

(a)  To  accept  drafts  or  bills  of  exchange  which  grow  out  of  trans- 
actions involving  the  domestic  shipment  of  goods,  provided  shipping 
documents  conveying  or  securing  title  are  attached  at  the  time  of 
acceptance. 

(b)  To  accept  drafts  or  bills  of  exchange  which  are  secured  at 
the  time  of  acceptance  by  warehouse  receipts  or  other  such  documents 
conveying  or  securing  title  covering  readily  marketable  staples. 

All  drafts  accepted  in  domestic  transactions  must  therefore  be 
secured  at  the  time  of  acceptance  either  by  shipping  documents  or 
warehouse  receipts  or  other  such  documents,  as  specified  in  the  law. 
If  the  aggregate  amount  of  drafts  accepted  for  one  person,  firm  or 
corporation  exceeds  a  sum  equal  to  ten  per  cent,  of  the  capital  and 
surplus  of  the  accepting  bank,  such  drafts,  whether  in  a  foreign  or 
domestic  transaction,  must  remain  secured  throughout  the  life  of 
the  draft,  since  the  Act  provides  that — 

"No  member  bank  shall  accept,  whether  in  a  foreign  or  domestic 
transaction,  for  any  one  person,    .    .    .    to  an  amount  equal  at  any 
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time  in  the  aggregate  to  more  than  ten  percentum  of  its  paid-up  and 
unimpaired  capital  stock  and  surplus,  unless  the  bank  is  secured 
either  by  attached  documents  or  by  some  other  actual  security  growing 
out  of  the  same  transaction  as  the  acceptance." 

To  give  this  language  any  meaning  it  must  be  assumed  that  the 
accepting  bank  may,  if  it  chooses,  release  the  security  in  any  case  in 
which  the  total  amount  accepted  for  any  one  customer  does  not  exceed 
ten  per  cent,  of  its  capital  stock  and  surplus.  Unless  this  interpreta- 
tion is  placed  upon  the  statute,  the  provision  just  quoted  would  be 
meaningless  in  so  far  as  it  relates  to  domestic  transactions,  since  all 
drafts  accepted  in  domestic  transactions  must  be  secured  at  the  time 
of  acceptance. 

In  any  case,  however,  where  the  total  amount  accepted  for  any 
one  customer  exceeds  ten  per  cent,  of  the  capital  stock  and  surplus 
of  the  accepting  bank  the  security  legally  cannot  be  released  unless 
some  other  actual  security  growing  out  of  the  same  transaction  as 
the  acceptance  is  substituted  therefor.  This  immediately  raises  the 
question  as  to  whether  or  not  the  ordinary  trust  receipt  substituted 
for  shipping  documentst  warehouse  receipts,  etc.,  constitutes  an  actual 
security  such  as  is  required  by  this  provision  of  the  act.  In  an 
opinion  filed  by  this  office  on  October  12,  1917,  and  printed  on  page 
881  of  the  November,  1917,  Bulletin  (see  par.  108) ,  it  was  stated — 

"that  a  trust  receipt  which  permits  the  purchaser  of  the  goods 
to  obtain  control  of  those  goods  either  for  milling  or  other  pur- 
poses is  not  an  actual  security  within  the  meaning  of  the  act, 
and  that,  therefore,  acceptances  secured  by  such  trust  receipts 
come  within  the  10  per  cent,  limitation  imposed  by  section  13. 

"A  different  situation  results,  of  course,  in  any  case  where 
the  trust  receipt  is  of  such  character  as  not  to  permit  the  pur- 
chaser to  gain  control  of  the  goods,  as  where  they  are  held  for 
the  account  of  the  acceptor  by  some  person,  warehouse  or  cor- 
poration independent  of  the  borrower." 

The  view  expressed  in  this  opinion  has  been  followed  by  the  Fed- 
eral Reserve  Board  in  various  rulings  relating  not  only  to  the  pur- 
chaser in  a  transaction  involving  a  sale,  but  also  to  any  customer  for 
whom  a  draft  is  accepted  regardless  of  whether  or  not  there  is  an 
actual  sale  of  the  goods  covered  by  the  documents  attached  to  the  draft. 

Member  Bank  Acceptances 
(Opinion  of  Counsel)  July  25,  1916. 

(115)  When  a  member  bank  purchases  its  own  acceptance  before 
maturity,  such  acceptance  need  not  be  included  in  the  aggregate  of 
acceptances  authorized  by  Section  13. 

Limitations  on  Member  Bank  Acceptances 
(Opinion  of  Counsel)  June  15,  1917. 

(116)  The  50  per  cent  limit  imposed  upon  the  amount  of  drafts  which 
a  member  bank  may  accept  for  the  purpose  of  furnishing  dollar  ex- 
change is  separate  and  distinct  from  and  not  included  in  the  limits 
imposed  by  section  13  upon  the  amount  of  drafts  or  bills  of  exchange 
drawn  against  the  shipment  of  goods  or  against  warehouse  receipts 
covering  readily  marketable  staples,  which  a  member  bank  may  accept. 
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Draft  Drawn  for  Purpose  of  Creating  Dollar  Exchange 
(To  a  Federal  Reserve  Agent)  November  1,  1918. 

(117)  The  Federal  Reserve  Board  has  not  rescinded  its  vote  to  permit 
member  banks  to  accept  drafts  drawn  upon  them  by  banks  or  bankers 
in  any  Central  or  South  American  country,  for  the  purpose  of  creating 
dollar  exchange,  under  the  provisions  of  section  13  of  the  Federal 
Reserve  Act.  The  list  of  countries  published  in  the  October  Bulletin 
is  that  of  the  specific  countries  for  which,  up  to  that  date,  applica- 
tions had  been  made  (see  foot  note  to  par.  56).  Permission  granted 
to  a  member  bank  with  respect  to  any  country  entitles  it  to  exercise 
similar  accepting  powers  with  respect  to  all  countries  that  have 
been  or  may  hereafter  be  designated  by  the  Board  as  countries  whose 
usages  of  trade  require  the  furnishing  of  dollar  exchange. 

Acceptances  by  Correspondents  at  Request  and  Under  Guarantee 

of  National  Banks 
(Opinion  of  Counsel)  March  7,  1918. 

(118)  Drafts  accepted  by  foreign  correspondents  at  the  request,  and 
under  the  guarantee  of  a  national  bank  in  the  United  States,  should 
be  reported  as  a  direct  liability  of  such  national  bank,  and  should  be 
treated  as  subject  to  the  limitations  imposed  by  the  Federal  Reserve 
Act  on  the  acceptance  power  of  national  banks. 

Limitations  Imposed  by  Section  13  of  Act 
(To  a  Federal  Reserve  Bank)  March  13,  1917. 

(119)  I  wish  to  acknowledge  receipt  of  your  letter  involving  the 
construction  of  that  part  of  section  13,  which  reads  as  follows : 

"No  member  bank  shall  accept,  whether  in  a  foreign  or  domestic 
transaction,  for  any  one  person,  company,  firm,  or  corporation,  to 
an  amount  equal  at  any  time  in  the  aggregate  to  more  than  10  per 
cent  of  its  paid-up  and  unimpaired  capital  stock  and  surplus,  unless 
the  bank  is  secured  either  by  attached  documents  or  by  some  other 
actual  security,  etc." 

This  clause  places  a  10  per  cent  limit  upon  the  amount  of  accept- 
ances which  any  member  bank  might  make  for  any  one  person,  com- 
pany, firm,  or  corporation.  That  limit,  however,  does  not  apply  if 
"the  bank  is  secured  either  by  attached  documents  or  by  some  other 
actual  security  growing  out  of  the  same  transaction  as  the  accept- 
ance." I  understand  that  your  construction  of  this  provision  is  the 
current  one;  that  is,  that  if  documents  which  were  attached  at  the 
time  of  the  acceptance  are  surrendered,  and  no  other  actual  security 
growing  out  of  the  same  transaction  is  substituted,  then  the  10  per 
cent  limit  will  apply.  The  accepting  bank  must  remain  secured  in 
the  manner  prescribed  during  the  life  of  the  acceptance,  in  order  to 
be  exempt  from  the  10  per  cent  limit. 

The  only  doubtful  question  is  as  to  what  constitutes  "some  other 
actual  security  growing  out  of  the  same  transaction  as  the  accept- 
ance." Shipping  documents  accompanying  a  bill  of  exchange  are 
ordinarily  surrendered  upon  acceptance,  and  unless  the  accepting  bank 
is  given  some  other  actual  security  in  their  place  the  10  per  cent 
limit  would  apply  as  soon  as  the  original  documents  are  surrendered. 
If  a  warehouse  receipt  for  the  goods  is  given  upon  the  surrender 
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of  the  shipping  documents  the  bank  would  undoubtedly  be  secured 
in  the  manner  contemplated  by  the  act,  but  if  an  ordinary  trust 
receipt,  which  enables  the  purchaser  to  obtain  the  goods  for  his  own 
use,  is  substituted  for  those  shipping  documents,  the  Board  under- 
stands that  the  10  per  cent  limit  would  apply,  inasmuch  as  such  a 
trust  receipt  would  not  constitute  an  "actual  security"  within  the 
meaning  of  the  section  quoted.  The  10  per  cent  limit,  however,  should 
not  apply  in  any  case  where  the  acceptor  is  secured  by  a  trust  receipt 
whose  terms  preclude  the  possibility  of  the  goods  coming  into  the 
hands  of  or  under  the  control  of  the  purchaser,  as  where  the  goods 
are  held  by  some  person,  firm,  or  corporation,  independent  of  the 
purchaser. 

There  is  no  doubt,  therefore,  that  in  any  case  where  shipping 
documents  or  warehouse  receipts  are  held  by  the  acceptor  the  10 
per  cent  limit  does  not  apply;  so  also  in  any  case  where  the  acceptor 
holds  a  trust  receipt  which  does  not  enable  the  borrower  to  obtain 
the  goods  for  his  own  use  the  10  per  cent  limit  does  not  apply;  but 
in  any  case  where  the  bank  holds  merely  the  ordinary  trust  receipt 
which  gives  it  only  a  lien  on  the  goods  in  the  hands  of  the  purchaser  or 
on  their  proceeds,  the  10  per  cent  limit  should  apply. 

This  question  of  limiting  the  right  of  a  member  bank  to  accept 
is  separate  and  distinct  from  the  limit  imposed  by  section  5200 
discussed  in  the  opinion  of  counsel,  November  27,  1916  (see  par.  122). 
That  opinion  holds  merely  that  a  member  bank  may  discount  trade 
acceptances  without  reference  to  the  10  per  cent  limit,  if  they  are 
drawn  against  actually  existing  values,  but  it  should  not  be  construed 
to  imply  that  a  member  bank  might  accept,  without  limit,  domestic 
drafts  with  shipping  documents  attached,  if  such  shipping  documents 
are  to  be  surrendered  without  the  substitution  of  some  other  actual 
security  growing  out  of  the  same  transaction. 

(To  an  Individual)  March  21,  1917. 

(120)  A  bank  having  a  capital  and  surplus  of  $288,000  may,  under 
the  National  Bank  Act,  lend  to  a  customer  on  his  own  obligation 
a  sum  not  to  exceed  $28,800  (10  per  cent  of  capital  and  surplus). 
The  bank  may,  however,  in  addition  to  such  loan,  discount  for  the 
same  customer  (although  he  may  have  a  direct  line  of  credit  in 
bank  up  to  the  10  per  cent  limit),  bills  of  exchange  drawn  against 
actually  existing  value,  or  commercial  or  business  paper  actually 
owned  by  him.  The  bank  may,  therefore,  legally  discount  for  the 
customer  bills  of  exchange  drawn  by  him  for  the  purchase  price  of 
commodities  sold,  and  accepted  by  the  drawee;  or  it  may  discount 
for  the  customer  the  note  of  the  purchaser  if  actually  owned  by  him, 
without  reference  to  the  10  per  cent  limitations  prescribed  by  sec- 
tion 5200. 

A  member  bank  acquiring  such  acceptances  or  notes  may  redis- 
count them  with  its  Federal  Reserve  Bank.  There  is  no  limitation 
upon  the  acceptances,  but  the  notes  would  be  subject  to  the  limi- 
tations prescribed  by  section  13  of  the  Federal  Reserve  Act;  and 
the  Federal  Reserve  Bank  cannot  discount  paper  bearing  the  signa- 
ture of  the  same  borrower  in  an  amount  greater  than  10  per  cent 
of  the  capital  and  surplus  of  the  member  bank  offering  such  paper. 
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Bills  of  exchange  drawn  against  actually  existing  value  and  ac- 
cepted by  the  drawee  within  a  reasonable  time  after  the  shipment  of  the 
goods,  may  be  rediscounted  with  the  Federal  Reserve  Bank  without 
reference  to  the  limitations  imposed  by  section  13  of  the  Federal 
Reserve  Act.  I  am  informed  by  counsel  for  the  Comptroller  of  the 
Currency  that  under  the  practice  followed  by  his  office,  bills  or  notes 
which  are  renewed  at  maturity  are  not  to  be  treated  as  bills  drawn 
against  actually  existing  value,  or  as  commercial  or  business  paper 
owned  by  the  person  negotiating  them,  and  that  renewals  are  therefore 
subject  to  the  limitations  of  section  5200. 

Qualified  Acceptances 
(Opinion  of  Counsel)  July  25,  1916. 

(121)  A  bill  of  exchange  drawn  payable  "at  sight"  and  accepted 
payable  in  three  months  is  a  qualified  or  conditional  acceptance,  and 
the  maker  and  prior  indorsers  are  released.  The  instrument,  in 
effect,  becomes  the  promissory  note  of  the  acceptor,  and  would  not 
come  within  the  exception  of  section  5200  as  a  "bill  of  exchange," 
drawn  in  good  faith  against  actually  existing  value. 

Bills  of  Exchange  Drawn  Against  Actually  Existing  Value 
(Opinion  of  Counsel)  November  27,  1916. 

(122)  A  bill  of  exchange  discounted  before  acceptance  may  be  said 
to  be  drawn  against  actually  existing  value,  within  the  meaning  of 
section  13  of  the  Federal  Reserve  Act,  when,  and  only  when,  it  is 
accompanied  by  shipping  documents,  warehouse  receipts,  or  other 
papers,  securing  title  to  the  goods  sold.  An  accepted  bill  of  exchange, 
unaccompanied  by  shipping  documents  or  other  such  papers,  may 
be  considered  as  drawn  against  actually  existing  value  if  drawn 
against  the  drawee  at  the  time  of  or  within  a  reasonable  time  after 
the  shipment  or  delivery  of  the  goods  sold.  In  this  latter  case  there 
must  be  reasonable  grounds  to  believe  that  the  goods  are  in  existence 
in  the  hands  of  the  drawee  either  in  their  orignal  form  or  in  the  shape 
of  the  proceeds  of  their  sale. 

Trade  Acceptances 
(To  a  Federal  Reserve  Bank)  March  12,  1917. 

(123)  You  are  advised  that  in  accordance  with  the  opinion  of  coun- 
sel, approved  by  the  Board,  only  those  trade  acceptances  which  are 
drawn  at  the  time  of  or  within  a  reasonable  time  after  the  shipment 
or  delivery  of  goods  sold  can  be  treated  as  bills  of  exchange  drawn 
against  actually  existing  value. 

A  bill  drawn  for  a  balance  due  on  open  account,  of  long  standing, 
which  is  accepted  by  the  debtor,  might  constitute  a  trade  acceptance, 
but  in  order  for  it  to  be  excepted  from  the  limitations  imposed  by 
section  13  of  the  Federal  Reserve  Act  as  a  bill  drawn  against  actually 
existing  value  it  must  have  been  drawn  contemporaneously  with  or 
within  such  a  reasonable  time  after  the  shipment  of  the  goods  as 
to  justify  the  assumption  that  the  goods  are  in  existence  in  the  hands 
of  the  drawee  in  their  original  form  or  in  the  form  of  proceeds  of 
sale. 

As  evidence  of  this  fact  Federal  Reserve  Banks  might  reasonably 
require  such  trade  acceptances  as  are  offered  as  "bills  of  exchange 
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drawn  against  actually  existing  values"  to  show  the  date  of  invoice, 
so  that  it  may  be  determined  whether  or  not  the  account  is  one  of 
long  standing. 

Trade  Acceptances  as  Bills  of  Exchange  Drawn  Against  Actually 

Existing  Values 
(Opinion  of  Counsel)  August  21,  1918. 

(124)  A  trade  acceptance  may  or  may  not  be  classified  as  a  bill  of 
exchange  drawn  against  actually  existing  values. 

The  distinction  is  not  important  in  so  far  as  the  limitations  of 
section  5200  are  concerned,  since  such  a  trade  acceptance  negotiated 
in  good  faith  by  the  bona  fide  owner  would  be  exempt  from  the  limi- 
tations of  section  5200  as  "commercial  or  business  paper  actually 
owned  by  the  person  negotiating  the  same,"  even  if  it  is  not  exempt 
as  a  "bill  of  exchange  drawn  in  good  faith  against  actually  existing 
values." 

Section  13  of  the  Federal  Reserve  Act,  however,  limits  the  amount 
of  paper  of  any  one  borrower  rediscounted  for  any  one  bank  to  10 
per  cent  of  such  bank's  capital  and  surplus;  and  trade  acceptances 
are  subject  to  this  limitation  unless  they  can  be  classified  as  "bills  of 
exchange  drawn  against  actually  existing  values." 

Bills  drawn  by  the  seller  against  the  purchaser  and  accepted 
before  the  sale  or  delivery  of  the  goods  should  not  be  treated  as  bills 
drawn  against  actually  existing  values,  since  such  goods  are  not  in 
the  possession  of  the  drawee  either  in  the  original  form  or  in  the 
shape  of  the  proceeds  of  their  sale ;  except  where  the  goods  have  passed 
out  of  the  possession  of  the  drawer  and  have  been  placed  in  storage, 
subject  to  the  control  or  order  of  the  drawee. 

Limitations  on  Loans  by  Member  Banks 
(To  an  Individual)  July  30,  1918. 

(125)  The  law  does  not  require  a  trade  acceptance  to  be  secured  by 
negotiable  warehouse  receipts  or  shipping  documents  when  purchased 
or  discounted  by  a  national  bank.  The  Federal  Reserve  Act,  how- 
ever, requires  drafts  or  bills  drawn  against  a  national  bank  to  be  so 
secured  if  such  drafts  or  bills  are  accepted  by  the  national  bank  in 
a  domestic  transaction.  The  acceptance  of  a  draft  should  not,  of 
course,  be  confused  with  the  discount  of  an  acceptance.  If  trade 
acceptances  offered  your  bank  are  actually  owned  by  the  person  offer- 
ing them  for  discount  they  would  not  be  subject  to  the  10  per  cent 
limitation  imposed  by  section  5200.  Of  course,  if  they  are  discounted 
for  the  drawee  and  not  for  the  bona  fide  holder,  they  would  be  subject 
to  the  10  per  cent  limit  referred  to. 

Limit  on  Rediscounts 
(To  a  Federal  Reserve  Agent)  October  19,  1918. 

(126)  The  recent  amendment  to  section  5200,  which  authorizes  the 
Comptroller  to  extend  the  limit  to  which  a  national  bank  may  loan  on 
United  States  bonds,  does  not  amend  section  13  of  the  Federal  Reserve 
Act,  consequently,  the  Federal  Reserve  Banks,  on  rediscounting  for 
member  banks,  must  take  care  that  the  aggregate  notes,  drafts  and 
bills  bearing  the  signature  of  any  one  borrower  rediscounted  for  any 
one  bank  shall  at  no  time  exceed  10  per  cent  of  the  capital  and  sur- 
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plus  of  said  bank,  such  restriction  not  applying  to  the  rediscount  of 
bills  of  exchange,  etc. 

In  the  case  of  State  member  banks,  the  Federal  Reserve  Banks 
are  governed  by  the  provisions  of  section  9,  and  are  not  "permitted 
to  discount  for  any  State  bank  or  trust  company  notes,  drafts,  or 
bills  of  exchange  of  any  one  borrower  who  is  liable  for  borrowed 
money  to  such  State  bank  or  trust  company  in  an  amount  greater 
than  10  per  cent  of  the  capital  and  surplus  of  such  State  bank  or 
trust  company;  the  discount  of  bills  of  exchange  drawn  against  actu- 
ally existing  values  .  .  .  not  to  be  considered  as  borrowed  money 
within  the  meaning  of  this  section." 

Acceptances  in  Excess  of  10  Per  Cent 
(Federal  Reserve  Board  Ruling) 

(127)  The  acceptance  by  a  bank  of  unsecured  drafts  to  an  amount 
exceeding  10  per  cent  of  the  capital  and  surplus  of  the  bank  would 
constitute  a  violation  of  the  limitation  contained  in  section  13  of  the 
Federal  Reserve  Act,  whether  or  not  the  customer  of  the  bank  guar- 
anteeing the  acceptance  is  the  drawer  of  the  draft,  or  some  other 
person. 

(Opinion  of  Counsel)  December  23,  1918. 

(128)  A  bank  having  a  capital  and  surplus  of  $2,000,000  desires  to 
accept  drafts  drawn  by  third  parties  aggregating  more  than  $200,000, 
under  the  guarantee  of  one  of  its  customers. 

Would  the  acceptance  of  such  drafts  constitute  a  violation  of 
that  provision  of  section  13  of  the  Federal  Reserve  Act  which  pro- 
vides that — 

"No  member  bank  shall  accept,  whether  in  a  foreign  or  domestic 
transaction,  for  any  one  person,  company,  firm,  or  corporation  to 
an  amount  equal  at  any  time  in  the  aggregate  to  more  than  10  per 
centum  of  its  paid-up  and  unimpaired  capital  stock  and  surplus,  unless 
the  bank  is  secured  either  by  attached  documents  or  by  some  other 
actual  security  growing  out  of  the  same  transaction  as  the  accept- 
ance." 

This  section  prohibits  a  member  bank  from  accepting  for  any  one 
person  drafts  aggregating  more  than  10  per  cent  of  the  capital  and 
surplus.  The  person  who  enters  into  an  agreement  with  the  bank 
to  protect  it  against  loss,  and  to  whom  the  bank  lends  its  credit  in 
the  form  of  an  acceptance,  is  obviously  the  person  referred  to  in 
the  statute. 

Accordingly,  in  the  case  presented,  unless  the  drafts  are  secured 
as  provided  by  the  statute,  the  acceptance  of  an  amount  in  excess 
of  10  per  cent  of  the  capital  and  surplus  of  the  bank  would  constitute 
a  violation  of  this  provision,  whether  or  not  the  customer  of  the  bank 
guaranteeing  the  acceptance  is  the  drawer  of  the  draft,  or  some  other 
person. 

Acceptances  in  Excess  of  10  Per  Cent 
(Federal  Reserve  Board  Ruling)  January  7,  1919. 

(129)  A  member  bank  may  accept  either  in  a  domestic  or  foreign 
transaction  for  one  person  in  an  amount  in  excess  of  10  per  cent, 
provided  the  acceptance  remains  secured  throughout  the  life  of  the 
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draft.  It  cannot  accept  in  domestic  transactions  without  being  se- 
cured at  the  time  of  acceptance,  but  may  release  the  security  after 
acceptance,  upon  the  execution  of  a  trust  receipt  or  an  agreement 
by  the  customer  that  so  much  of  the  proceeds  of  the  sale  of  the  goods 
covered  by  the  security  as  may  be  necessary  to  pay  the  draft  will 
be  deposited  with  the  accepting  bank  when  available,  and  will  not 
be  used  for  other  purposes. 

Application  of  Section  5200 

January  3,  1916. 

(130)  The  10  per  cent  limitation  imposed  by  section  5200  of  the 
Revised  Statutes  is  not  intended  to  apply  to  the  mere  acceptance  of  a 
bill  of  exchange,  but  the  provisions  of  section  5200  would  apply  to 
the  indebtedness  arising  between  the  drawer  of  the  bill  and  the 
accepting  bank  in  case  the  drawer  fails  to  furnish  funds  with  which  to 
meet  the  acceptance  at  maturity. 

Bills  of  Exchange  Under  Section  5200,  Revised  Statutes 
(Opinion  of  Counsel)  March  22,  1916. 

(131)  An  obligation  in  the  form  of  a  bill  of  exchange  which  exempts 
the  drawer  from  liability,  and,  in  fact,  does  not  hold  any  one  but 
the  acceptor  liable,  is,  in  substance,  a  promissory  note,  and  not  a 
bill  of  exchange.  It  is,  therefore,  not  entitled  to  the  exemption  af- 
forded under  the  provisions  of  section  5200,  because  it  is  not  a  "bill 
of  exchange  drawn  in  good  faith  against  actually  existing  values." 

Business  Paper  and  Section  5200,  Revised  Statutes 

November  4,  1916. 

(132)  The  Board  finds  it  necessary  to  adhere  to  its  established  policy 
of  not  making  any  general  ruling  on  the  question  how  much  a  bank 
may  invest  in  any  particular  security.  It  held,  however,  that  if  a 
firm  is  a  bona  fide  owner  for  value  of  the  acceptances  of  any  par- 
ticular institution,  and  such  acceptances  are  sold  to  or  discounted 
with  a  member  bank,  the  acceptances  could,  no  doubt,  be  treated 
as  commercial  or  business  paper  actually  owned  by  the  party  nego- 
tiating them,  and  would  therefore  be  excepted  from  the  limitations 
of  section  5200.  In  other  words,  if  such  paper  is  in  fact  commercial 
or  business  paper,  actually  owned  by  the  person  negotiating  it,  it 
may  be  disposed  of  by  a  member  bank,  and  none  of  the  parties  thereto, 
i.  e.y  either  the  drawer,  acceptor  or  indorser,  would  thereby  become 
liable  to  the  member  bank  for  money  borrowed,  within  the  meaning 
of  section  5200,  and  in  such  cases  the  member  bank  could  acquire  such 
paper  without  limit. 

Limitations  Under  Section  5200  R.  S. 
(To  a  Federal  Reserve  Bank)  February  8,  1918. 

(133)  If  a  national  bank  has  loaned  to  a  single  firm  or  corporation 
an  amount  equal  to  10  per  cent  of  its  capital  and  surplus,  may  it, 
while  such  loan  remains  outstanding,  accept  any  drafts  drawn  by  that 
same  corporation? 

In  an  opinion  of  counsel  for  the  Federal  Reserve  Board  (see 
"Member  Bank  Acceptances,"  par.  167)  the  conclusion  is  reached  that 
the  limitations  imposed  by  section  5200  of  the  Revised  Statutes  on 
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the  amount  of  money  which  may  be  borrowed  by  any  one  firm  or 
corporation  from  a  member  bank  do  not  apply  to  or  restrict  accept- 
ances by  that  bank. 

The  Board  is  of  the  opinion,  therefore,  that  where  the  national 
bank  has  already  loaned  10  per  cent  of  its  capital  and  surplus  to  a 
certain  company,  it  may,  while  the  loan  is  still  outstanding,  obligate 
itself  as  acceptor  on  a  draft  drawn  by  that  same  company.  The 
limitations  of  section  5200  on  the  amount  of  money  which  may  be 
borrowed  from  a  member  bank  are  separate  and  distinct  from  and 
in  no  way  restrict  the  limitations  of  section  13  of  the  Federal  Reserve 
Act  on  the  amount  of  drafts  which  a  member  bank  might  accept  for 
any  one  firm  or  corporation.  If,  however,  the  member  bank  discounts 
its  own  acceptance  under  the  foregoing  circumstances,  it  must,  as 
heretofore  ruled,  treat  the  transaction  as  a  loan,  and  not  as  an  accept- 
ance, and  could  not,  in  that  case,  lend  to  and  accept  for  the  same 
firm  in  an  aggregate  amount  in  excess  of  the  10  per  cent  prescribed 
by  section  5200. 

Exceptions  to  Section  5200 

May  26,  1916. 

(134)  The  fact  that  a  note  or  draft  discounted  by  a  national  bank 
may  be  secured  by  cattle  would  not  of  itself  bring  it  within  the 
exceptions  to  section  5200,  Revised  Statutes,  unless  it  is  commercial 
or  business  paper  actually  owned  by  the  person  negotiating  the  same, 
or  unless  it  is  a  bill  of  exchange  drawn  in  good  faith  against  actually 
existing  values. 

Cattle  as  Readily  Marketable  Commodity 

(To  Federal  Reserve  Banks)  March  29,  1918. 

(135)  An  informal  ruling  of  the  Board  to  the  effect  that  it  is  the 
view  of  the  Board  that  cattle  should  be  considered  as  a  readily  market- 
able commodity  and  that  a  Federal  Reserve  Bank  may  consider  as 
eligible  a  banker's  acceptance  secured  by  a  chattel  mortgage  on  cattle, 
has  apparently  been  construed  to  mean  that  a  national  bank  may 
accept  drafts  if  secured  at  the  time  of  acceptance  by  a  chattel  mort- 
gage on  cattle. 

In  the  particular  instance  in  which  this  ruling  was  made  the 
drafts  were  drawn  against  a  trust  company  which  was  not  a  member 
of  the  Federal  Reserve  system,  and  the  question  before  the  Board 
was  whether  or  not  this  banker's  acceptance  was  eligible  for  discount 
by  a  Federal  Reserve  Bank,  and  not  whether  a  national  bank  was 
authorized  to  accept  drafts  or  bills  of  exchange  secured  by  a  chattel 
mortgage.  As  the  language  of  the  ruling  is,  however,  susceptible 
of  this  interpretation,  the  Board  desires  to  correct  any  misappre- 
hension on  the  subject,  and  has  ruled  that  drafts  or  bills  of  exchange 
drawn  in  domestic  transactions  against  a  national  bank  cannot,  under 
authority  of  section  13,  be  accepted  when  secured  by  a  chattel  mort- 
gage on  cattle,  but  only  when  accompanied  by  shipping  documents, 
or  when  secured  by  a  warehouse  receipt  or  other  similar  documents 
conveying  or  securing  title  to  readily  marketable  staples. 

While  cattle  may  be  treated  as  readily  marketable  staples,  a  chattel 
mortgage  is  not  considered  a  document  similar  to  a  warehouse  receipt, 
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since  the  borrower  retains  the  possession  of  the  goods  and  conveys  to 
the  bank  only  the  legal  title. 

The  Board  having  reached  the  conclusion  that  national  banks  are 
not  authorized  to  accept  bills  secured  by  chattel  mortgages  on  cattle, 
deems  it  advisable  that  Federal  Reserve  Banks  should  consider  as  in- 
eligible bills  drawn  against  the  security  of  such  chattel  mortgages, 
whether  accepted  by  member  or  non-member  banks. 

Drafts  Secured  by  Cattle  Notes 
(Opinion  of  Counsel)  July  23,  1918. 

(136)  Member  banks  are  not  authorized  to  accept  drafts  of  a  cattle- 
loan  company  secured  by  notes  of  the  owner  of  the  cattle,  although 
such  notes  may  be  secured  by  a  chattel  mortgage  executed  by  the 
owner  of  the  cattle  to  the  cattle-loan  company,  and  the  notes  and 
chattel  mortgage  accompany  the  draft  at  the  time  of  acceptance. 

Acceptances  Secured  by  Chattel  Mortgages  on  Cattle 
(To  a  Federal  Reserve  Bank)  March  25,  1918. 

(137)  "May  arrangements  be  made  for  banks  to  accept  or  make 
acceptances  based  on  chattel  mortgages,  or  so-called  cattle  loans,  with 
the  agreement  to  renew  these  acceptances  for  90  days  two  or  three 
times?" 

In  the  opinion  of  the  Board,  national  banks  are  not  authorized 
by  law  to  accept  drafts  or  bills  that  are  secured  by  chattel  mortgages 
on  cattle.    The  Board's  counsel  says: 

"Under  the  terms  of  section  13  of  the  Federal  Reserve  Act,  national 
banks  are  permitted  to  accept  drafts  in  a  domestic  transaction  only 
when  shipping  documents  conveying  or  securing  title  are  attached  at 
the  time  of  acceptance,  or  when  such  drafts  are  secured  at  the  time 
of  acceptance  by  warehouse  receipt,  or  other  such  document  conveying 
or  securing  title  covering  readily  marketable  staples.  In  the  case  under 
consideration  no  shipping  documents  are  attached,  and  in  the  opinion 
of  this  office  a  chattel  mortgage  on  cattle  is  not  a  document  similar 
to  a  warehouse  receipt  conveying  or  securing  title  to  readily  market- 
able staples.  In  the  case  of  a  chattel  mortgage  the  borrower  retains 
possession  of  the  goods  and  merely  vests  the  legal  title  as  security 
for  the  debt." 

Use  by  Commercial  Concerns 

September  20,  1916. 

(138)  Knowing  the  interest  you  and  the  governor  of  your  bank  have 
felt  in  the  development  of  trade  acceptance  paper,  I  thought  you  would 
be  interested  in  hearing  that  large  commercial  concerns  in  other  parts 
of  the  country  are  initiating  a  practice  similar  to  that  of  a  warehouse 
and  lumber  company  in  your  district,  of  allowing  a  discount  where 
settlement  is  made  by  trade  acceptance.  I  quote  for  your  informa- 
tion from  the  circular  of  a  New  York  company  which  has  recently 
come  to  hand,  as  follows: 

"Our  terms  are  1  per  cent  for  cash  in  10  days,  or  1  per  cent 
for  30  days'  trade  acceptance,  in  your  option,  otherwise  strictly  net. 

"Believing  that  trade  acceptances  are  of  assistance  to  the  buyer 
and  seller  alike,  we  invite  our  customers  to  co-operate  with  us  in  their 
use.    We  offer  our  regular  cash  discount  to  customers  who,  imme- 
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diately  on  receipt  of  goods,  send  us  their  30-day  acceptances  on  the 
form  attached,  which  has  been  approved  by  the  Federal  Reserve 
Banks." 

This  is  the  kind  of  a  campaign  of  education  which,  as  it  spreads, 
will  ultimately  produce  a  considerable  effect  in  revising  borrowing 
practices  away  from  one-name  paper  to  the  highly  desirable  trade 
acceptance. 

Basis  for  Figuring  Interest  for  Discount  Transactions 
(To  Federal  Reserve  Banks)  July  9,  1918. 

(139)  It  is  desirable  to  maintain  uniformity  in  figuring  interest  in 
rediscount  transactions  between  Federal  Reserve  Banks,  and  as  it 
has  proved  most  convenient  in  the  purchase  of  acceptances  to  use 
interest  tables  based  on  360  days  to  the  year,  the  Board  has  decided 
that  these  tables  should  be  used  in  all  rediscount  transactions  between 
Federal  Reserve  Banks,  and  has  therefore  revoked  its  previous  ruling 
that  the  basis  of  365  days  to  the  year  should  be  applied,  as  announced 
in  its  circular  letter  dated  January  31,  1918. 

Rates  for  Domestic  Acceptances 

January  27,  1916. 

(140)  Discount  rate  for  bankers'  acceptances  includes  domestic  accept- 
ances. 

Rate  on  Paper  of  Acceptance  Corporation 
(To  a  Federal  Reserve  Bank)  May  31,  1918. 

(141)  Acceptances  of  this  corporation  ought  to  be  dealt  with  exactly 
as  would  be  the  acceptances  of  a  prime  private  banker.  These  accept- 
ance corporations  are  in  the  same  relation  to  the  Federal  Reserve 
system  as  the  private  bankers.  They  cannot  become  members,  but 
inasmuch  as  they  expect  to  give  you  full  information  about  their  own 
financial  standing  and  the  nature  of  their  acceptances,  and  as  they 
exercise  a  most  important  function  for  the  further  development  of  our 
acceptance  business  and  discount  market,  their  operation  ought  to  be 
encouraged  in  every  respect. 

I  do  not  think,  therefore,  that  it  would  be  proper  to  discriminate 
against  their  acceptances  when  they  reach  you  properly  indorsed  by 
a  bank  or  banker.  If  they  should  be  offered  to  you  without  any 
indorsement,  then  indeed  I  would  discriminate  against  them — at  least 
to  the  extent  of  one-fourth  per  cent  in  the  discount  rate,  if  not 
more. 

I  am  very  anxious  to  see  adopted  in  growing  measure  the  habit 
of  Federal  Reserve  Banks  to  insist  upon  the  third  signature  for  all 
the  acceptances  that  they  buy. 

It  is,  of  course,  understood  that  the  acceptance  corporation  will 
publish  its  reports,  and  that  you  will  keep  yourself  fully  advised  as 
to  its  assets  and  obligations.  That  will  guide  your  board  of  directors 
in  its  judgment  as  to  how  large  an  amount  of  these  acceptances  it 
will  be  willing  to  take  from  time  to  time. 

Forward  Discount  Rates 
(Opinion  of  Counsel)  May  18,  1915. 

(142)  Federal  Reserve  Banks  may,  under  the  established  right  to 
fix  discount  rates  for  acceptances  or  other  eligible  paper,  fix  a  f or- 
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ward  rate;  that  is,  a  rate  to  apply  at  a  future  time.  Such  a  rate 
is  calculated  to  accommodate  trade  and  commerce  as  required  by  the 
Act,  and  will  tend  to  eliminate  speculation  due  to  fluctuating  rates. 

Discount  op  Renewals 

June  16,  1915. 

(143)  Acceptance  business  of  Federal  Reserve  Banks  not  restricted 
"to  the  original  transactions  only,"  if  transaction  has  not  been  liqui- 
dated. When  first  acceptance  matures  member  bank  may  renew  the 
acceptance,  and  there  is  no  reason  why  a  Federal  Reserve  Bank  may 
not  discount  such  renewed  acceptance  although  a  Federal  Reserve 
Bank  must  not  engage  in  advance  to  make  such  discount  of  a  renewal. 

August,  1915. 

(144)  A  national  bank  is  held  to  be  authorized  to  enter  into  an  agree- 
ment having  more  than  six  months  to  run  by  the  terms  of  which 
it  obligates  itself  for  a  period  of  time  specified  in  the  agreement  to 
accept  drafts  drawn  upon  it,  provided  such  drafts  grow  out  of  transac- 
tions involving  the  importation  or  exportation  of  goods,  and  that  the 
individual  drafts  have  not  more  than  six  months*  sight  to  run.  This 
distinction  is  emphasized:  "While  a  letter  of  credit  or  credit  agree- 
ment may  lawfully  be  made  by  a  national  bank  which  will  extend 
by  its  terms  for  a  period  exceeding  six  months,  the  agreement  must 
not  be  of  such  a  character  as  will  impose  upon  the  holders  of  drafts 
accepted  thereunder  any  obligation  to  renew  such  drafts  so  that  the 
period  of  acceptance  shall  exceed  six  months  in  duration  as  to  any 
specified  draft. 

November  9,  1915. 

(145)  Upon  payment  of  an  acceptance  the  accepting  bank  may  for  a 
reasonable  period  accept  new  drafts  for  the  financing  of  the  original 
transaction,  even  after  the  shipment  and  delivery  of  the  goods,  pro- 
vided such  renewels  be  stipulated  in  the  original  contract  as  an  inci- 
dental condition  of  the  transaction  of  importation  or  exportation  upon 
which  the  acceptance  is  based. 

Presentment  of  Bills  for  Acceptance 
(Opinion  of  Counsel)  October  17,  1916. 

(146)  The  drawer  and  indorsers  of  a  bill  of  exchange  made  payable 
on  a  date  specified  in  the  bill  are  not  discharged  by  a  failure  to  present 
for  acceptance,  unless  the  bill  expressly  provides  that  it  must  be  pre- 
sented for  that  purpose,  or  unless  it  is  payable  elsewhere  than  at  the 
residence  or  place  of  business  of  the  drawee. 

Place  of  Payment 
(Opinion  of  Counsel)  February  27,  1917. 

(147)  An  acceptance  to  pay  at  a  particular  place  different  from  the 
residence  of  the  acceptor  is  a  general  acceptance,  unless  it  expressly 
states  that  the  bill  is  to  be  paid  there  and  not  elsewhere,  and  does 
not  render  the  bill  non-negotiable. 

April  11,  1917. 

(148)  You  ask  whether  a  bank  in  accepting  a  draft  of  its  customer 
may  make  it  payable  elsewhere  than  at  its  banking  house. 

Under  the  opinion  given  above  it  would  seem  that  the  drawer 
of  the  draft  might  make  it  payable  either  at  the  bank  against  which 
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it  is  drawn,  or  at  some  other  place,  and  when  accepted  it  would  be 
payable  according  to  its  terms,  namely,  either  at  the  banking  house  of 
the  drawee  or  at  the  other  designated  place. 

If  the  terms  of  the  original  draft  make  it  payable  at  the  banking 
house  of  the  drawee,  the  drawee  may  nevertheless  accept  it  payable 
elsewhere — as,  for  example,  at  a  Federal  Reserve  Bank — provided 
the  acceptance  does  not  stipulate  in  terms  that  it  is  payable  only  at 
the  Federal  Reserve  Bank,  and  not  elsewhere. 

Discount  of  Acceptances  Not  Paid  at  Federal  Reserve  Bank 
(To  Federal  Reserve  Banks)  May  7,  1918. 

(149)  The  discount  committee  of  the  Federal  Reserve  Board  has  re- 
ported that  in  its  opinion,  "Federal  Reserve  Banks  should  insist  that 
acceptances  when  due  should  be  paid  by  checks  on  the  local  Federal 
Reserve  Bank,  in  order  that  they  may  be  charged  to  the  account 
of  the  acceptor  on  the  day  of  maturity,  or  else  that  acceptances  should 
be  paid  by  checks  through  the  clearings.  If  an  arrangement  on  these 
lines  cannot  be  perfected  Federal  Reserve  Banks  ought  to  be  required 
to  add  one  day  to  the  actual  number  of  days  the  acceptance  has  to 
run  when  bought,  so  as  to  make  up  for  the  loss  of  interest  incurred 
in  collecting  in  this  manner." 

This  report  has  been  agreed  to  by  the  Board,  and  your  bank  is  re- 
quested, in  buying  acceptances,  to  charge  discount  for  one  additional 
day,  except  in  cases  where  satisfactory  arrangements  are  made  to 
make  actual  cash  payment  at  the  Federal  Reserve  Bank  on  the  day  of 
maturity. 

Bills  Payable  Elsewhere  Than  in  the  United  States 
(To  a  Federal  Reserve  Bank)  May  11,  1918. 

(150)  I  have  your  letter  asking  whether  or  not  Federal  Reserve  Banks 
are  authorized  to  purchase  bankers'  acceptances  payable  elsewhere  than 
in  the  United  States. 

You  are  advised  that  under  regulations  of  the  Federal  Reserve 
Board  defining  bankers'  acceptances,  any  bill  which  is  payable  else- 
where than  in  the  United  States  would  not  be  eligible  for  purchase 
as  a  bankers'  acceptance,  under  the  provisions  of  regulations  A  and  B, 
series  of  1917  (see  par.  1-48),  even  though  eligible  in  all  other  re- 
spects. 

The  acceptance  to  which  you  refer,  however,  might  properly  be 
purchased  as  a  bill  of  exchange  payable  in  a  foreign  country  in  accord- 
ance with  the  provisions  of  Special  Instruction  No.  2  of  1916,  subsec- 
tion (b)  "Purchase  of  cable  transfers  and  foreign  bills  of  exchange. 

"In  order  to  carry  on  open-market  transactions  in  cable  trans- 
fers and  foreign  bills  of  exchange  (including  foreign  bankers'  accept- 
ances)— that  is,  payments  to  be  made  in,  or  bills  payable  in,  foreign 
countries — it  will  be  necessary  for  Federal  Reserve  Banks  to  open  ac- 
counts with  correspondents  or  establish  agencies  in  foreign  countries. 
Such  bills  of  exchange  and  foreign  acceptances  must  comply  with  the 
applicable  requirements  of  sections  13  and  14.  Inasmuch  as  the  law 
prescribes  that  these  foreign  accounts  and  accounts  opened  by  Federal 
Reserve  Banks  for  such  foreign  correspondents  or  agents  are  to  be 
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established  only  with  the  consent  of  the  Federal  Reserve  Board, 
Federal  Reserve  Banks  will  be  required  to  communicate  with  the 
Federal  Reserve  Board  whenever  they  are  ready  to  enter  these  foreign 
fields. 

"The  Federal  Reserve  Board  realizes  that  in  dealing  in  foreign 
exchange  the  Federal  Reserve  Banks  must  necessarily  have  wide  dis- 
cretion" in  determining  the  rates  at  which  they  will  buy  or  sell.  It 
is  not  necessary  that  foreign  bills  shall  have  been  actually  accepted 
at  the  time  of  purchase.  The  Federal  Reserve  Board,  however,  will 
require  that  unaccepted  'long  bills/  payable  in  foreign  countries,  when 
purchased,  unless  secured  by  documents,  shall  bear  one  satisfactory 
indorsement  other  than  those  of  the  drawer  or  acceptor,  preferably 
that  of  a  banker.  Federal  Reserve  Banks  should  exercise  due  caution 
in  dealing  in  foreign  bills,  and  boards  of  directors  should  fix  a  limit 
within  which  the  acceptances  or  bills  of  a  single  firm  may  be  taken." 

Differential  as  to  Acceptances 

December  4, 1916. 

(151)  The  Board  has  been  considering  for  several  days  the  question 
whether  there  should  be  any  differential  in  favor  of  acceptances  of 
member  banks,  and  has  reached  the  conclusion  that  while  a  very 
decided  differential  may  be  inadvisable,  there  is  no  objection  to  a 
moderate  differential,  say  one-fourth  of  1  per  cent,  to  apply  between 
member-bank  acceptances  and  the  acceptances  of  large  non-member 
institutions  well  known  throughout  the  country  and  whose  acceptances 
necessarily  have  a  broad  market.  There  will  be  no  inconsistency,  of 
course,  in  applying  a  higher  differential  to  the  acceptances  of  smaller 
and  less  widely  known  institutions  whose  offerings  would  have  a 
restricted  market  only.  As  the  Board  has  already  approved  a  rate  of 
from  2  to  4  per  cent,  for  bankers'  acceptances,  your  directors  of  course 
have  a  liberal  margin  of  discretion  in  the  matter. 

Discount  of  Acceptances  Indorsed  by  Member  Banks 
Located  in  Another  District 
(Opinion  of  Counsel)  April  30,  1915 

(152)  Federal  Reserve  Banks  may,  under  the  provisions  of  section  13, 
discount  acceptances  based  on  the  importation  or  exportation  of 
goods,  provided  they  have  a  maturity  at  time  of  discount  of  not  more 
than  three  months,  and  provided  further,  that  they  are  indorsed  by  at 
least  one  member  bank.  It  is  immaterial  whether  this  member  bank 
is  located  in  the  district  of  the  Federal  Bank  which  is  making  the 
discount  or  in  any  other  district,  the  term  "member  bank"  being  broad 
enough  to  include  member  banks  wherever  located. 

Such  discounts,  being  made  under  the  provisions  of  section  13,  are 
eligible  as  collateral  security  for  Federal  reserve  notes  issued  under 
the  provision  of  section  16. 

Trade  Acceptance  Providing  for  Discount  If  Paid  at  Maturity 
(Opinion  of  Counsel)  January  26,  1918 

(153)  A  trade  acceptance  which  consists  of  an  order  to  pay  a  certain 
amount,  which  is  the  amount  of  the  debt  minus  a  discount  for  prompt 
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payment  at  maturity,  or,  if  not  paid  at  maturity,  to  pay  a  greater 
amount,  which  is  the  amount  of  the  debt  without  any  discount,  is  an 
order  to  pay  a  sum  certain  and  is  negotiable. 

Trade  Acceptance  Providing  for  Discount  If  Paid  at  Certain  Time 

Before  Maturity 
(Opinion  of  Counsel)  August  1,  1918 

(154)  A  trade  acceptance  providing  for  a  fixed  discount,  if  paid  at  a 
certain  time  before  maturity,  should  not  be  approved  for  general  use 
by  the  Federal  Reserve  Board. 

Trade  Acceptance  Providing  for  Extension  of  Time 

(Opinion  of  Counsel)  July  25,  1918 

(155)  A  note  or  draft  containing  a  provision  for  an  extension  of  time 
should  not  be  approved  for  general  use  by  the  Federal  Reserve  Board. 

Federal  Reserve  Banks  Determine  Eligibility 

October  8,  1915 

(156)  Federal  Reserve  Banks  must  determine  the  eligibility  of  an 
acceptance. 

Eligibility  of  a  Note  of  an  Acceptance  House  or  Broker 

(To  a  Federal  Reserve  Bank)  January  21,  1918 

(157)  The  note  of  an  acceptance  house  or  broker  could  not  be  said  to 
have  been  used  for  an  industrial,  agricultural,  or  commercial  purpose, 
since  the  business  of  such  acceptance  house  or  broker  is  not  such  as  to 
come  within  any  of  these  classifications.  The  fact  that  the  note  is 
secured  by  eligible  paper  is  immaterial  if  the  proceeds  are  not  used  for 
one  of  the  purposes  mentioned. 

Eligibility  for  Rediscount  of  Member  Bank  Acceptances 

(Federal  Reserve  Board  Ruling)  February  20,  1919 

(157A)  Under  the  terms  of  section  13  any  draft  or  bill  of  exchange 
which  a  member  bank  has  the  power  to  accept  under  the  provisions  of 
that  section,  is  technically  eligible  for  rediscount  by  a  Federal  Reserve 
Bank.  This  does  not  mean,  however,  that  Federal  Reserve  Banks  are 
required  by  law  to  rediscount  every  such  acceptance  tendered  to  them 
for  that  purpose.  In  developing  a  general  market  for  acceptances  the 
Federal  Reserve  Banks  are  necessarily  called  upon  to  carry  a  large 
amount  of  this  class  of  paper,  but  it  is  important  that  the  Federal 
Reserve  Board  and  the  Federal  Reserve  Banks  should  take  all  necessary 
steps  to  insure  conservatism  in  the  exercise  of  the  acceptance  power  by 
member  banks.  The  policy  of  the  Board,  therefore,  as  reflected  in 
its  various  rulings,  has  been  to  caution  Federal  Reserve  Banks  that 
in  rediscounting  drafts  accepted  in  domestic  transactions  they  should 
consider,  and  in  many  cases  investigate,  the  circumstances  under  which 
the  draft  was  accepted  in  order  to  determine  whether  or  not  the  par- 
ticular transaction  complies  with  the  spirit  as  well  as  the  letter  of 
the  statute. 
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It  was  in  view  of  this  policy  that  the  Federal  Reserve  Board  has 
consistently  refrained  from  encouraging  Federal  Reserve  Banks  to 
rediscount  or  purchase  warehouse  acceptances  after  the  warehouse 
receipts  have  been  released,  though  there  is  nothing  in  the  law  which 
prohibits  the  rediscount  of  such  acceptances.  It  is  recognized,  how- 
ever, that  an  unrestricted  policy  of  rediscounting  or  purchasing  such 
acceptances  after  the  warehouse  receipts  have  been  released  might 
very  probably  lead  to  an  abuse  of  the  domestic  acceptance  privilege 
by  facilitating  the  use  of  the  warehouse  receipt  as  a  mere  cloak  for 
a  straight  loan  in  violation  of  the  provisions  of  Section  5200.  It 
cannot  be  stated,  of  course,  as  a  hard  and  fast  rule  that  the  acceptance 
of  a  draft  secured  by  a  warehouse  receipt  was  not  a  bona  fide  trans- 
action merely  and  solely  because  the  warehouse  receipt  has  been  sur- 
rendered before  the  acceptance  is  presented  to  the  Federal  Reserve 
Bank  for  rediscount.  It  should,  however,  put  the  bank  on  notice,  and 
should  suggest  extreme  caution  in  order  to  determine  whether  in  fact 
the  acceptance  complies  in  every  way  with  both  the  letter  and  spirit 
of  the  law.  When  Congress  granted  the  power  to  accept  drafts  in 
domestic  transactions,  it  clearly  intended  to  facilitate  domestic  com- 
merce and  did  not  contemplate  that  this  power  should  be  use  for  the 
purpose  of  extending  unreasonable  lines  of  credit  to  individual  bor- 
rowers in  substantial  violation  of  the  limitations  of  Section  5200  of 
the  Revised  Statutes.  If  Congress  had  intended  to  give  greater  lati- 
tude to  banks  under  its  jurisdiction  in  the  matter  of  loans  of  this 
character  a  much  more  direct  method  would  have  been  to  remove  or 
to  broaden  the  limitations  of  Section  5200. 

The  Board  has  recognized  the  fact,  however,  that  in  the  ordinary 
course  of  business  shipping  documents  securing  accepted  drafts  must 
be  released  in  order  that  the  customer  for  whom  the  draft  was  accepted 
may  procure  the  goods  represented  by  such  documents.  It  also  recog- 
nizes the  fact  that  where  such  drafts  are  secured  by  warehouse  receipts 
it  is  probable  that  at  some  period  during  the  life  of  the  draft  it  may 
be  necessary  for  the  receipt  to  be  surrendered  to  the  customer  for 
whom  the  draft  is  accepted  in  order  that  the  transaction  involved 
may  be  consummated.  In  the  case  of  shipping  documents  it  is  ordi- 
narily necessary  to  release  the  documents  at  an  earlier  period  than 
in  the  case  of  warehouse  receipts. 

In  either  case,  as  a  matter  of  policy,  the  security  should  not  be 
surrendered  by  the  accepting  bank  until  this  becomes  necessary  in 
order  for  the  transaction  to  be  consummated,  and  even  when  sur- 
rendered, banking  prudence  requires  that  the  bank  protect  itself  by 
procuring  either  a  trust  receipt  or  a  definite  agreement  on  the  part 
of  the  customer  to  whom  the  security  is  surrendered  that  the  proceeds 
derived  from  the  sale  of  the  goods  represented  by  the  shipping  docu- 
ments or  warehouse  receipts  will  be  deposited  with  the  accepting  bank 
when  available  to  pay  the  draft  at  maturity  and  will  not  be  used  by 
the  customer  for  other  purposes.  It  should  be  remembered,  however, 
as  previously  stated,  that  in  any  case  where  a  trust  receipt  is  sub- 
stituted the  ten  per  cent,  limit  applies  if  the  trust  receipt  is  such  as 
to  give  control  over  the  goods  to  the  borrowers  or  the  customer  for 
whom  the  draft  was  accepted. 
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Domestic  Bankers'  Acceptances 
(Opinion  of  Counsel)  April  21,  1917 

(158)  A  draft  drawn  by  the  purchaser  of  goods  against  a  national 
bank  is  not  eligible  for  acceptance  by  that  bank  under  the  provisions 
of  section  13  of  the  Federal  Reserve  Act  merely  because  it  is  secured  by 
a  bill  of  lading  covering  the  goods  bought. 

Eligibility  of  Trade  Acceptances  for  Rediscount 
(To  a  Corporation)  January  16,  1918 

(159)  The  Board's  conception  of  the  trade  acceptance  is  that  it  is  an 
instrument  which  carries  upon  its  face  the  evidence  of  the  commercial 
character  of  the  transaction  which  gave  it  birth.    The  finance  paper 

of  the  Corporation,  issued  against  drafts  drawn  by  it  on  dealers 

and  placed  in  trust  to  secure  such  paper  issued  by  it  in  the  shape  of 
notes  or  certificates,  gives  no  indication  whatever  as  to  the  nature  of 
the  security,  which  may  or  may  not  be  eligible  paper.  The  Board  does 
not  concur  in  your  opinion  that  the  statute  is  satisfied  "when  the  pro- 
ceeds of  a  note  are  used  for  a  commercial  purpose,  regardless  of  whether 
or  not  the  maker  of  the  note  is  the  purchaser  of  the  goods  or  whether 
in  substance  the  maker  of  the  note  is  extending  credit  to  the  actual 
purchaser,"  etc.,  for  if  the  maker  of  the  note  in  the  case  cited  is 
extending  credit  to  the  actual  purchaser,  it  necessarily  follows  that 
the  Corporation  is  not  itself  the  actual  purchaser  but  is  lend- 
ing its  funds  to  the  purchaser  to  pay  the  purchase  price.  If  such  a 
transaction  conforms  to  the  statute,  then  any  bank  could  borrow  money 
and  lend  the  proceeds  of  its  note  to  a  customer  who  would  use  such 
proceeds  for  a  commercial  purpose,  and  then  set  up  the  claim  that 
its  own  note  would  thereby  become  eligible  for  rediscount. 

It  appears  to  the  Board  that  the    Corporation  by  issuing 

notes  of  this  character  is  really  raising  money  for  capital  requirements 
for  similar  transactions  in  the  future,  and  that  the  whole  plan  is  in 
essence  a  finance  operation  rather  than  a  commercial  transaction. 

Paper  for  Rediscount 

April  19,  1917 

(160)  Section  13  of  the  Federal  Reserve  Act  provides  that  a  bill,  in 
order  to  be  eligible  for  rediscount  by  a  Federal  Reserve  Bank,  must 
have  a  maturiity  at  the  time  of  discount  of  not  more  than  90  days. 
The  Federal  Reserve  Board  has,  therefore,  ruled  that  a  demand  note 
or  bill  is  not  eligible  under  the  provisions  of  the  Act,  since  it  is  not  in 
terms  payable  within  the  prescribed  90  days,  but,  at  the  option  of  the 
holder,  may  not  be  presented  for  payment  until  after  that  time.  The 
trade  acceptance  submitted  by  you  would  very  probably  be  construed 
by  the  courts  to  be  a  demand  bill,  since  no  definite  maturity  is  fixed. 
It  merely  states  that  "in  the  ordinary  course  of  business  presentment 
will  be  made  60  days  from  date,"  but  the  holder  is  not  required  to 
present  it  within  that  time. 

If  the  bill  were  altered  so  as  to  read  "on  or  before  60  days  from 
date  pay  to  the  order  of  ourselves,"  etc.,  it  would  come  within  the 
terms  of  the  law  and  would  be  eligible  for  rediscount.  In  such  case 
the  holder  would  have  the  right  to  present  it  for  payment  before  the 
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expiration  of  60  days,  but  could  not  defer  presentment  until  after 
that  time  without  releasing  the  indorsers. 

There  may  be  some  doubt  about  the  correctness  of  the  statement 
in  your  form  that  the  obligation  of  the  acceptor  arises  out  of  the 
purchase  of  goods  if  it  is  intended  to  have  that  acceptance  cover  future 
purchases.  The  bill,  in  order  to  be  a  trade  acceptance,  must  arise  out 
of  the  purchase  of  goods,  and  unless  that  purchase  is  either  consum- 
mated or  actually  contracted  for  at  the  time  the  bill  is  drawn  it  is 
doubtful  whether  you  can  properly  say  that  the  obligation  arises  out 
of  the  purchase  of  goods. 

Trade  Acceptance 

October  26,  1915 

(161)  Tentatively  held  that  a  90-day  sight  draft  drawn  by  a  firm  in 
Calcutta  on  a  company  in  Boston  and  accepted  by  that  firm,  covering 
a  transaction  involving  the  transportation  of  merchandise  from  Cal- 
cutta to  Honolulu,  is  a  trade  acceptance  rather  than  a  banker's  accept- 
ance. Ruling  based  upon  facts  submitted  and  subject  to  local  con- 
ditions. 

Drafts  Drawn  "On  or  Before  90  Days  After  Sight" 
(To  a  Federal  Reserve  Bank)  November  5,  1917 

(162)  I  have  your  letter  inclosing  a  letter  from  the   Bank  in 

regard  to  bills  drawn  "on  or  before  90  days  after  sight." 

I  agree  with  you  that  we  should  not  encourage  or  countenance 
this  practice.  If  the  bank  accepts,  it  ought  to  accept  for  a  definite 
period,  otherwise  the  acceptance  becomes  in  effect  a  limited  demand 
note,  or  rather  a  certified  check  to  be  presented  within  a  limited  period 
of  time.  If  an  acceptance  of  this  kind  passed  into  the  hands  of  a 
third  party  (other  than  the  acceptor  or  the  drawer),  this  third  party 
could  then,  according  to  his  own  requirements,  present  this  note  for 
payment  on  any  day  he  pleased,  and  probably  the  acceptor  could  not 
be  put  in  funds  in  time.  There  may  be  conditions  where  the  drawer 
— the  goods  being  still  in  course  of  transportation — would  not  be  in  a 
position  to  cover  the  acceptor,  even  when  requested  by  the  latter  to 
do  so. 

All  that  is  required,  I  believe,  is  an  understanding  with  the 
Federal  Reserve  Bank  that  it  would  permit  the  acceptor  to  take  up 
its  acceptance  before  maturity  under  rebate,  and  if  a  Federal  Reserve 
Bank  wants  to  encourage  his  business  there  is  no  reason  why  the 
Federal  Reserve  Bank  could  not  make  such  an  arrangement.  But 
any  such  agreement  would  be  a  voluntary  one  between  a  holder  of  the 
acceptance  and  the  acceptor  and  could  not  affect  a  fourth  party  who 
might  happen  to  become  the  holder  of  the  acceptance. 

Rediscount  of  Draft  for  Railroad  Supplies 

(Opinion  of  Counsel)  August  14,  1918 

(163)  Where  a  railroad  company  purchasing  supplies  accepts  the  draft 
of  the  seller  and  the  seller  or  a  third  party  to  whom  the  draft  is  sold 
in  good  faith  discounts  it  with  a  member  bank,  such  draft  is  eligible 
for  rediscount  with  a  Federal  Reserve  Bank. 
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Purchase  of  Acceptances 

November  23,  1916 

(164)  Receipt  is  acknowledged  of  your  letter  inclosing  statement  of 
condition  of  a  bank  in  New  Orleans,  which  institution  desires  to  offer 
its  acceptances  to  the  branch  bank  at  New  Orleans. 

The  Federal  Reserve  Board  has  no  objection  to  your  bank's 
authorizing  the  purchase  of  the  acceptances  of  this  institution  by  the 
branch  bank  at  New  Orleans,  but  would  like  to  be  advised,  as  a  matter 
of  information,  as  to  the  character  of  the  acceptances  to  be  offered — 
will  they  be  against  imports  or  exports,  or  will  they  be  against  domestic 
transactions,  or  both? 

Acceptances  of  Member  Banks 

(Opinion  of  Counsel)  July  26,  1917 

(165)  An  acceptance  which  has  been  purchased  by  the  accepting  bank 
and  subsequently  rediscounted  with  its  Federal  Reserve  Bank  is  not 
subject  to  the  limitations  of  section  5200  of  the  Revised  Statutes. 

Purchasing  Bank's  Own  Acceptances 

(To  a  Federal  Reserve  Bank)  August  1,  1917 

(166)  While  the  Board  has  ruled  that  when  a  bank  buys  its  own  ac- 
ceptances they  are  to  be  regarded  as  loans  subject  to  the  limitations  of 
section  5200,  the  right  of  the  bank  to  resell  or  reissue  the  acceptances 
is,  in  the  opinion  of  counsel,  fully  recognized  by  the  authorities,  and 
where  this  is  done  they  may  be  treated  as  acceptances  outstanding  and 
not  as  loans.  This  would  be  applicable  to  cases  where  the  acceptances 
are  sold  to  or  rediscounted  with  a  Federal  Reserve  Bank  as  well  as  to 
those  cases  where  such  acceptances  are  sold  in  the  open  market. 

Purchase  of  Bank's  Own  Acceptances 

November  23,  1916 

(167)  The  attention  of  the  Board  has  been  called  to  the  fact  that  in 
some  cases  member  banks,  which  are  authorized  under  the  amend- 
ment to  the  Federal  Reserve  Act  of  September  7,  1916,  to  accept 
against  domestic  transactions  to  the  extent  of  50  per  cent,  of  their 
capital  and  surplus,  have  been  extending  credits  in  this  way  and  have 
been  purchasing  their  own  acceptances,  under  the  impression  that  by 
this  means  they  could  extend  credits  to  a  single  borrower  up  to  one- 
half  of  their  capital  and  surplus  instead  of  being  restricted  to  10 
per  cent,  as  provided  by  section  5200,  R.  S.  This  question  has  been 
carefully  considered  by  counsel,  and  the  Board  has  ruled  that  a  member 
bank's  own  acceptances  purchased  by  it,  must  be  treated  as  loans  and 
as  such  are  subject  to  the  10  per  cent,  limitation.  The  opinion  of 
counsel  will  be  published  in  the  December  issue  of  the  Federal  Reserve 
Bulletin  (extract  of  this  opinion  follows  this  letter),  and  in  the  mean- 
time you  are  requested  to  correct  any  misapprehensions  that  your 
member  banks  may  entertain  on  this  subject. 

Member  Bank  Acceptances 

(Opinion  of  Counsel)  October  27,  1916 

(168)  (a)  The  limitations  imposed  by  section  5202,  Revised  Statutes, 
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on  the  liabilities  incurred  by  any  national  bank  do  not  apply  to 
acceptances  of  such  banks. 

(b)  A  member  bank  may  legally  purchase  its  own  acceptances, 
but  such  a  transaction  is  equivalent  to  a  loan  or  advance  to  the  cus- 
tomer for  whom  the  acceptance  was  made  and  the  liability  of  such 
customer  becomes  subject  to  the  limitations  of  section  5200,  Revised 
Statutes. 

(c)  The  limitations  imposed  by  section  5200,  Revised  Statutes, 
on  the  amount  of  money  which  may  be  borrowed  by  any  individual 
from  a  member  bank  do  not  apply  to  acceptances  of  such  bank. 

(d)  The  power  of  member  banks  to  accept  drafts  or  bills  of 
exchange  should  not  be  confused  with  the  power  to  discount  the 
acceptances  of  others. 

Acceptances  Against  Bullion 

December  4,  1916 

(169)  The  Board  has  considered  your  letter  with  reference  to  shipment 
of  gold  bars  to  Peru,  and  has  reached  the  conclusion  that  gold  bars 
may  be  properly  considered  as  goods,  and  that  accordingly  sixty-day 
bills  when  accepted  by  banks  and  bankers  against  such  a  shipment 
would  be  eligible  for  purchase  by  Federal  Reserve  Banks  as  based  upon 
or  involving  the  exportation  of  goods. 

Bill  of  Exchange  Drawn  by  the  Drawee 

(Opinion  of  Counsel)  August  2,  1916 

(170)  An  instrument  in  the  form  of  a  bill  of  exchange  drawn  by  an 
agent  of  a  corporation  upon  the  corporation  itself  is  not  a  bill  of 
exchange  such  as  is  eligible  for  purchase  in  the  open  market  by  Federal 
Reserve  Banks. 

Bills  Drawn  in  Foreign  Countries 

January  21,  1916 

(171)  Federal  Reserve  Banks  may  buy  bills  of  exchange  drawn  in 
foreign  countries  on  American  acceptors  where  in  case  it  is  impossible 
to  obtain  information  from  the  acceptor  or  drawer  a  satisfactory  state- 
ment from  the  indorsing  bank  or  banker  as  to  financial  condition  is 
obtained. 

Promissory  Notes  Not  Eligible 

October  8,  1915 

(172)  As  to  open-market  operations,  the  Board  has  reached  the  conclu- 
sion that  Congress  drew  a  distinction  in  sections  13  and  14  between 
the  several  forms  of  commercial  paper,  and  that  promissory  notes, 
even  though  bearing  an  additional  indorsement,  must  be  regarded  as 
excluded  from  open-market  purchases  under  section  14.  There  re- 
mained, then,  as  eligible  for  purchase  under  this  section  "cable  trans- 
fers" and  "bills  of  exchange"  of  two  kinds:  (1)  So-called  foreign  bills 
of  exchange,  and  (2)  domestic  acceptances  drawn  by  one  party  on 
another,  as  by  a  seller  of  goods  upon  the  purchaser,  such  as  have 
been  classified  by  the  Board  as  trade  acceptances  either  accepted  or 
not  accepted  at  the  time  of  purchase. 

Decision  as  to  whether  banks  should  engage  in  such  open-market 
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operations  rests  entirely  with  them  and  not  with  the  Federal  Reserve 
Board. 

The  Board  leaves  to  each  Federal  Reserve  Bank  the  authority 
granted  under  section  14  with  respect  to  bills  of  exchange  without 
restricting  regulations. 

Banks  are  cautioned  that  no  bill  be  bought  in  the  open  market 
which,  even  if  indorsed  by  a  member  bank,  would  be  ineligible  for 
rediscount  under  section  13. 

Single  Name  Paper 

(Opinion  of  Counsel)  October  8,  1915 

(173)  Any  Federal  Reserve  Bank  may,  under  the  provisions  of  section 
14  of  the  Federal  Reserve  Act,  purchase  acceptances  and  bills  of 
exchange  of  certain  kinds  and  maturities  in  the  open  market,  but 
promissory  notes  as  distinguished  from  bills  of  exchange,  whether  one 
or  more  names,  are  not  eligible  for  such  purchase. 

Non-Member  Trust  Company  Acceptances  Ineligible 

January  8,  1916 

(174)  Acceptances  drawn  by  a  manufacturer  on  and  accepted  by  a 
trust  company  not  a  member  of  the  Federal  Reserve  System,  the 
proceeds  of  which  are  to  be  used  for  purchases  of  raw  material  and 
payment  for  labor  where  the  goods  had  not  been  sold  and  no  warehouse 
receipts  or  other  instruments  could  be  furnished,  are  held  not  to  be 
eligible  for  purchase  by  a  Federal  Reserve  Bank. 

Banker's  Acceptance  Secured  by  Bill  of  Sale 

(Opinion  of  Counsel)  November  4,  1916 

(175)  A  banker's  acceptance  drawn  for  the  purpose  of  purchasing 
goods  secured  by  a  bill  of  sale  of  stock  in  hand  is  not  eligible  for  pur- 
chase by  Federal  Reserve  Banks. 

Stamp  "Trade  Acceptance"  Has  No  Value 

February  1,  1916 

(176)  The  fact  that  a  loan  company  has  stamped  a  bill  a  trade  accept- 
ance and  signed  as  "acceptor"  does  not  in  itself  make  it  a  trade 
acceptance  and  is  not  eligible  for  purchase  as  a  trade  acceptance. 

Must  Be  Accepted  by  Drawee 

February  1,  1916 

(177)  A  draft  to  be  eligible  as  an  acceptance  must  be  accepted  by  the 
drawee  and  not  by  anyone  else.  A  draft  drawn  by  a  corporation 
cannot  be  purchased  by  a  Federal  Reserve  Bank  in  the  open  market 
as  a  banker's  acceptance.  For  the  same  reason  such  a  draft  is  ineligible 
as  a  trade  acceptance. 

Responsibility  With  Federal  Reserve  Banks 

December  16,  1915 

(178)  Ultimate  responsibility  in  purchasing  acceptances  held  to  rest 
with  Federal  Reserve  Banks. 
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Purchase  of  "Finance  Bills"  by  Federal  Reserve  Bank 

(To  a  Federal  Reserve  Agent)  October  22,  1918 

(179)  You  ask  for  ruling  of  the  Board  on  the  question  whether  you 

are  authorized  to  discount  or  purchase  acceptances  "drawn  by  , 

Argentina,  at  90  days,  in  favor  of  ,  and  accepted  by  the  

Company,  payable  in  New  York." 

You  state  that  you  are  advised  that  these  are  finance  bills,  not 
having  been  secured  at  the  time  of  acceptance  by  merchandise. 

While  it  is  not  necessary  for  a  draft  drawn  in  a  transaction  involv- 
ing the  importation  or  exportation  of  goods  to  be  secured  by  merchan- 
dise at  the  time  of  acceptance,  if  these  drafts  are  finance  bills  they 
would  not  be  eligible  for  purchase  or  rediscount  by  a  Federal  Reserve 
Bank.  Section  13  specifically  provides  that  bills  of  exchange  which 
may  be  discounted  must  be  issued  or  drawn  for  agricultural,  indus- 
trial, or  commercial  purposes,  or  that  the  proceeds  of  such  bills  must 
have  been  used  or  must  be  intended  for  use  of  one  of  such  purposes. 

Section  14,  which  authorizes  the  purchase  of  such  bills  in  the  open 
market,  specifies  that  they  must  arise  out  of  commercial  transactions 
as  hereinbefore  defined. 

If  you  are  satisfied,  therefore,  that  these  bills  were  not  drawn  for 
an  agricultural,  industrial,  or  commercial  purpose,  you  are  correct  in 
your  position  that  they  are  not  eligible  for  rediscount  or  purchase  by 
your  bank. 

War  Stamp  Taxes 

March  26,  1918 

(180)  The  following  is  a  reprint  of  Treasury  decision  (T.  D.  2682) 
relating  to  war  stamp  taxes  on  negotiable  instruments: 

The  stamp  tax  on  drafts  and  checks  imposed  by  Schedule  A  of 
Title  VIII  of  the  act  of  October  3,  1917,  attaches  to  drafts  or  checks 
*  (1)  at  the  time  of  delivery,  if  (2)  delivered  within  the  territorial 
jurisdiction  of  the  United  States,  and  (3)  expressed  to  be  payable 
otherwise  than  at  sight  or  on  demand,  but  not  to  drafts  or  checks  not 
yet  delivered,  or  delivered  in  a  foreign  country,  or  expressed  to  be  pay* 
able  at  sight  or  on  demand. 

Schedule  A  of  Title  VIII  imposes  a  tax  on — 

"6.  Drafts  or  checks  payable  otherwise  than  at  sight  or  on  de- 
mand." By  section  800  of  the  act  the  tax  is  payable  in  respect  of  such 
drafts  and  checks,  or  in  respect  of  the  paper  upon  which  they  are 
written,  by  any  person  who  makes,  signs,  or  issues  the  same,  or  for 
whose  use  or  benefit  the  same  are  made,  signed,  or  issued.  By  section 
802  anyone  is  guilty  of  a  misdemeanor  who  "(a)  makes,  signs,  issues, 
or  accepts,  or  causes  to  be  made,  signed,  issued,  or  accepted,  any 
instrument,  document,  or  paper  of  any  kind  or  description  whatsoever 
without  the  full  amount  of  tax  thereon  being  duly  paid." 

(1)  The  general  rule  is  that  a  taxable  draft  or  check  becomes  sub- 
ject to  the  tax  concurrently  with  its  delivery.  In  the  case  of  a  draft 
the  rule  means  that  the  tax  attaches,  not  when  it  is  signed  by  the 
drawer,  or  presented  to  the  drawee  for  acceptance,  or  accepted  by  him, 
but  when  it  is  delivered  to  the  payee,  if  drawn  to  a  third  person,  or 
negotiated  by  the  drawer,  if  drawn  to  his  order,  whether  such  delivery 
or  negotiation  takes  places  before  or  after  acceptance. 
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If  a  draft  was  drawn  and  accepted  before  the  passage  of  the  act, 
but  not  delivered  or  negotiated  until  afterwards,  the  tax  is  payable.  If 
a  draft  is  presented  to  the  drawee  for  acceptance  and  discount  by  him, 
stamps  must  first  be  affixed  by  the  drawer,  for  the  acceptance  and  deliv- 
ery are  simultaneous. 

The  payee  or  indorsee  from  the  drawer  must  see  to  it  that  the 
drawer,  as  the  person  "who  makes,  signs,  or  issues"  the  draft,  pays  the 
tax  before  delivery.  "Accept"  is  used  in  the  penal  provision  in  section 
802  in  the  general  sense  of  "receive,"  not  in  the  special  sense  peculiar 
to  drafts.  No  drawee  accepting  an  unstamped  undelivered  draft  would 
violate  the  law;  but  if  the  draft  has  already  become  taxable  because 
of  a  prior  delivery,  the  acceptor  must  be  sure  that  the  stamps  are 
affixed. 

(2)  The  general  rule  is  that  a  taxable  draft  or  check  becomes  sub- 
ject to  the  tax  if  delivered  within  the  territorial  jurisdiction  of  the 
United  States.  The  rule  means  that  the  tax  does  not  attach  to  a  draft 
drawn  and  accepted  here,  but  delivered  abroad,  whether  before  or 
after  acceptance,  but  does  attach  to  a  draft  delivered  here,  whether 
before  or  after  acceptance,  although  drawn  and  accepted  abroad.  In 
general,  a  draft  sent  through  the  mail  is  delivered  when  and  where 
deposited  in  the  mail  addressed  to  the  payee  or  the  indorsee  from  the 
drawer. 

If  a  draft  drawn  abroad,  on  a  foreign  drawee,  with  a  foreign  payee, 
passes  through  a  bank  here  in  the  course  of  collection,  no  tax  is  pay- 
able, unless  it  should  be  delivered  by  an  agent  of  the  drawer  to  an 
agent  of  the  payee  within  the  United  States.  Because  of  the  constitu- 
tional restriction  that  no  tax  or  duty  shall  be  laid  on  articles  exported 
from  any  State,  drafts  with  bill  of  lading  attached  covering  goods 
in  the  course  of  exportation  are  not  subject  to  the  tax. 

(3)  The  general  rule  is  that  a  draft  or  check  delivered  within  the 
United  States  is  subject  to  the  tax  if  expressed  to  be  payable  other- 
wise than  at  sight  or  on  demand. 

Accordingly,  an  ordinary  sight  draft  with  bill  of  lading  attached 
is  not  taxable,  but  a  draft  expressed  to  be  payable  at  sight  "on  arrival 
of  car,"  or  containing  a  memorandum  to  hold  until  arrival  of  car,  is. 
A  sight  draft,  accompanied  by  instructions  outside  the  instrument,  as 
"Do  not  present  until  arrival  of  car,"  or  some  such  memorandum,  is  not 
taxable.  A  sight  draft  accepted  and  paid  for  the  drawee  by  the  col- 
lecting bank,  which  holds  it  and  charges  interest  until  the  drawee  takes 
it  up,  is  not  taxable. 

A  draft  might  be  drawn  stating  no  time  for  payment,  which  would 
class  it  as  a  sight  draft,  and  be  accepted  at  90  days,  which  would 
change  its  nature.  If  negotiated  or  delivered  before  acceptance  the 
holder  would  be  obliged  to  stamp  it  on  acceptance,  in  default  of  which 
both  he  and  the  acceptor  would  be  liable  for  the  statutory  penalty. 

For  the  purposes  of  the  tax  there  is  no  difference  in  the  treatment 
of  ordinary  bills  of  exchange,  trade  acceptances,  and  bankers'  accept- 
ances, as  defined  by  the  regulations  of  the  Federal  Reserve  Board. 
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Stamp  Tax  on  Acceptances 

(To  a  Federal  Reserve  Agent)  November  13,  1917 

(181)  With  reference  to  your  telegram  of  November  8,  reading  as 
follows: 

"Are  acceptances  originating  outside  but  payable  inside  this  coun- 
try subject  to  stamp  taxes  ?" 

"Are  acceptances  originating  inside  but  payable  outside  subject 
to  stamp  taxes  ?" 

I  beg  to  advise  that  the  matter  was  referred  to  the  Board's  counsel 
for  a  ruling,  which  he  has  rendered  as  follows: 

"In  my  opinion  questions  should  be  answered  in  the  affirmative." 

In  support  of  his  decision,  counsel  cites  sections  800,  801  and  802 
of  the  act  approved  October  3,  1917. 

Stamp  Tax  on  Trade  Acceptances 

September  13,  1918 

(182)  The  following  ruling  has  been  made  by  the  Deputy  Commis- 
sioner of  Internal  Revenue  as  to  who  should  affix  the  revenue  stamps 
to  trade  acceptances : 

You  are  advised  that  the  drawer,  as  the  person  "who  makes,  signs, 
or  issues"  a  trade  acceptance,  should  affix  and  cancel  stamps  covering 
the  tax  required  thereon  under  subdivision  6,  schedule  A,  act  of  Octo- 
ber 3,  1917. 

There  is  nothing  in  the  law,  however,  that  would  prevent  the 
acceptor  from  affixing  the  requisite  stamps  to  a  trade  acceptance  and 
agreeing  with  the  drawer  of  the  draft  as  to  which  of  the  parties  would 
ultimately  bear  the  expense. 
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f                            \l  national  CITV  Bank) / 

Principal  Correspondent  Offices 

albany,  n.  y. 
Ten  Eyck  Bldg. 

NEW  ORLEANS.  LA. 
301  Baronne  St. 

atlanta,  ga. 
Trust  Co.  of  Ga.  Bldg. 

OMAHA,  NEB. 
First  National  Bank  Bldg. 

BALTIMORE,  MD. 
Charles  and  Fayette  Sts. 

PHILADELPHIA,  PA. 
1421  Chestnut  St. 

BOSTON,  MASS. 
10  State  St. 

PITTSBURGH,  PA. 
Farmers'  Bank  Bldg. 

BUFFALO,  N.  Y. 
Ellicott  Square  Bldg. 

PORTLAND,  ME. 
396  Congress  St. 

CHICAGO,  ILL. 
137  So.  La  Salle  St. 

PORTLAND,  ORE. 
Railway  Exch.  Bldg. 

CINCINNATI,  OHIO 
Fourth  Natl.   Bank  Bldg 

PROVIDENCE,  R.  I. 
Industrial  Trust  Bldg. 

CLEVELAND,  OHIO 
Guardian  Bldg. 

RICHMOND,  VA. 
923  East  Main  St. 

DAYTON,  OHIO 
Mutual  Home  Bldg. 

ROCHESTER,  N.  Y. 
Wilder  Bldg. 

DENVER,  COLO. 
718— 17th  St. 

SAN  FRANCISCO,  CAL. 
424  California  St. 

DETROIT,  MICH. 
147  Griswold  St. 

SEATTLE,  WASH. 
Hoge  Bldg. 

HARTFORD,  CONN. 
Conn.  Mutual  Bldg. 

SPRINGFIELD,  MASS. 
Third  National  Bank  Bldg. 

INDIANAPOLIS,  IND. 
Fletcher  Sav.  and  Trust  Bldg. 

ST.  LOUIS,  MO. 
Bank  of  Commerce  Bldg. 

KANSAS  CITY,  MO. 
1017  Baltimore  Ave. 

WASHINGTON,  D.  C. 
741— 15th  St.,  N.  W. 

LOS  ANGELES,  CAL. 
507  So.  Spring  St. 

WILKES-BARRE,  PA. 
Miners'  Bank  Bldg. 

MILWAUKEE,  WIS. 
First  National  Bank  Bldg. 

LONDON,  E.  C,  2,  ENGLAND 
36  Bishopsgate 

MINNEAPOLIS,  MINN. 
Builders'  Exchange  Bldg. 

MONTREAL,  CANADA 
74  Notre  Dame  St.,  West 

NEWARK,  N.  J. 
790  Broad  St. 

TORONTO,  CANADA 

10  King  Street,  East 

